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Emerging  market  risks 

The  high  cost  of  avoiding 
muggers  and  kidnappers 

Page  22 
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Brussels  on  target  Spurned  Nissan 
to  win  reform  of  looks  for  links  with 
agricultural  policy  other  carmakers 


Brussels  last  night  appeared  to 
be  winning  Its  fight  for  reform  of 
the  European  Union's  Common 
Agricultural  Policy,  as  farm  minis- 
ters prepared  to  negotiate  into 
the  early  hours  of  the  morning  In 
an  attempt  to  thrash  out  a deal 
Europe,  Page  2;  Editorial  Com- 
ment, Page  13 

MSosavic’s  wife  slates  US 
Mira  Markovic,  the  wife  of  Yugo- 
slav president  Slobodan  Milos- 
evic, launched  a scathing  attack 
on  the  US,  comparing  it  to  Hit- 
ler's Third  Reich,  as  her  husband 
took  a tough  stand  in  talks  on 
Kosovo  with  US  envoy  Richard 
Holbrooke.  Europe,  Page  2 

Spain  nioves  on  Basque  activists 
Spanish  police  delivered  a jolt  to 
the  peace  process  In  the  Basque 
region  with  a series  of  arrests  in 
the  San  Sebastian  area,  the  main 
operational  base  of  Eta,  the 
armed  separatist  organisation. 
Europe,  Page  2 

‘Cybersquatters’  reap  rewards 
GlobaMsion.com.  a UK  group, 
has  paid  $2m  for  the  internet 
domain  names  Brttain.com,  Lon- 
don.com  and  England.com.  hfgh- 
fighting  the  profits  that  can  be 
made  by  “cybersquatters".  who 
register  names  in  the  hope  of 
seffing  them  on.  UK,  Page  B 

Pressure  on  Cresson  to  resign 
Members  of  the  European  Parlia- 
ment stepped  up  pressure  for  the 
resignation  of  Edith  Cresson,  the 
European  Union  education  com- 
missioner. Europe,  Page  2 

Bond  yields  soar  n Ecuador 
The  deteriorating  state  of  Ecua- 
dor's banking  system  and  risk  of 
a default  on  its  external  obliga- 
tions have  pushed  the  country's 
bond  yields  up.  making  It  the 
world's  second  riskiest  market 
after  Russia.  Page  14 

Brazil  ayes  retan  to  markets 

Brazil  hopes  to  return  to  interna- 
tional capita  markets  in  April 
once  the  International  Monetary 
Fund  has  approved  a $9.2bn 
tranche  of  loans  to  the  country. 
Americas,  Page  5 

internet  music  sales  to  hft£4bn 
Nearly  S4bn  worth  of  music  will 
be  sold  over  the  internet,  or 
other  digital  distribution  systems, 
to  five  years'  time,  according  to  a 
new  study.  Trade,  Page  6 

Assassin  kits  Detoftte  accountant 
A senior  partner  working  in  the 
Thai  office  of  accountants 
Deloitte  Touche  Tohmatsu  has 
been  shot  dead  in  an  apparent 
assassination.  Asia-Pacific, 

Page  4 

Manila  calls  for  closer  US  ties 
Joseph  Estrada,  president  of  the 
Philippines,  called  for  closer  ties 
with  the  US  amid  growing  ten- 
sions in  the  South  China  Sea 
over  the  disputed  Spratly  Islands. 
Asia-Pacific,  Page  4 

Online  art  auction  shows  up  snags 
The  online  auction  of  Ansel 
Adams  prints  this  week  has  given 
an  early  glimpse  of  toe  advan- 
tages and  obstacles  ahead  in  the 
push  to  sell  art  works  on  the 
internet  US,  Page  6 

N Ireland  bffl  to  go  to  Congress 
A bitt  to  meet  Northern  Ireland’s 
claims  to  special  trade  relations 
with  toe  US  is  likely  to  go  before 
Congress  soon.  UK,  Page  10 
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Central  Station  Spain 

Pray  that  the  director  is  not  Clinging  to  the 

abducted  by  Hollywood  EU  gravy  train 

Cinema,  Page  11  Page  2 


JOINT  STATEMENT  WITH  CENTRAL  BANK  AS  OPPOSITION  COMES  FROM  PARIBAS  AND  SOCGEN  TO  BNP’S  OFFERS 


Nissan  Motor  is  to  explore  links 
with  other  motor  companies  after 
DaimlerChrysler  dec tried  not  to 
take  a stake  in  either  toe  trou- 
bled Japanese  carmaker  or  Nis- 
san Diesel,  its  commercial 
vehicles  arm.  Companies  and 
markets,  Page  15;  Lex,  Page 
14;  Red-faced  Nissan,  Page  18 

MasterCard  International,  the 
global  credit  card  association,  Is 
halving  the  size  of  its  board  to 
give  greater  influence  to  its  big- 
gest member  banks,  in  the  latest 
escalation  of  toe  battle  between 
Visa  and  MasterCard.  Com- 
panies and  markets.  Page  15 

Cathay  Pacific,  the  Hong 
Kong-based  airline,  returned  its 
first  annual  loss  since  1963  fol- 
lowing a regional  downturn  and 
excess  capacity  in  the  industry. 
Companies  and  markets, 

Page  15 

The  Nikkei  225,  key  indicator  to 
the  Japanese  equity  market,  rose 
2.5  per  cent  to  15,480  - its  high- 
est level  for  seven  Page  14 

Reliant  Energy,  of  toe  US,  is 
leading  the  way  into  Europe  with 
the  $2.4bn  purchase  of  Energie 
Produce  Bedrijf,  toe  Dutch  gen- 
erator. Companies  and  markets, 
Page  15 

Japan  Tobacco  shares  fed  4.76 
per  cent  following  the  company’s 
announcement  that  ft  would  buy 
the  International  tobacco  busi- 
ness of  RJR  Nabisco,  US  food 
and  tobacco  grant,  to  an  $8 bn 
deal  Asia-Pacific  companies, 
Page  20;  Background,  Page  16 

Bacon  and  Mobil’s  planned 
merger  raises  concerns  over  its 
impact  on  competition  in  almost 
every  sector  of  the  industry,  US 
antitrust  officials  warned.  Com- 
panies and  markets.  Page  15 

Toys  R Us.  the  world's  largest  toy 
retailer,  fell  into  toe  red  after  the 
US  group  was  dogged  by 
restructuring  charges  and  weak 
sales.  US  companies.  Page  16 

China  is  to  allow  securities 
brokerages  to  have  access  to 
funds  from  the  interbank  market 
in  a move  to  boost  liquidity  in  the 
stock  markets.  Asia  news. 

Page  7 

Banca  Commerdale  HaBana,  the 
Milan  privatised  bank,  was  at  the 
centre  of  intense  takeover  specu- 
lation that  boosted  Its  shares  by 
7.5  per  cent  In  late  trading. 
European  companies.  Page  19 

DuPont  plans  to  issue  a 
“tracking”  stock  for  its  life  sci- 
ences business  and  is  discussing 
alliances  with  potential  partners 
In  pharmaceuticals.  US  com- 
panies, Page  16 

The  Czech  government  has 
agreed  the  timing  for  privatising 
the  country's  two  biggest  banks 
and  moved  to  double  the  share 
capital  of  one  ahead  of  seil-of. 
European  companies,  Page  19 

UK  BUDGET  1399 

For  news  and  analysis  of 
Tuesday’s  UK  government 
Budget,  go  to  the  FT 
web  site  at 

www.FT.com/budget 


French  government 
may  intervene  over 
surprise  bank  bids 


By  Robert  Graham  and 
Samsr  Iskarater  to  Paris 


Tlie  French  government  and  the 
central  bank  hinted  yesterday 
that  they  might  intervene  in 
Banqne  Nationale  de  Paris’s 
unexpected  bids  for  two  rivals. 

There  was  also  stiff  opposition 
from  the  two  targets,  Paribas  and 
Society  G6n6rale,  which  are 
involved  in  a month-old  agreed 
merger. 

The  move  by  BNP  to  create  a 
giant  French  banking  group 
threatens  to  upset  the  carefully 
laid  ministry  of  finance  plans 
over  who  should  control  Credit 
Lyonnais,  whose  privatisation  is 
being  finalised  by  the  govern- 
ment at  the  moment 

BNP.  SocGen  and  Paribas  are 
three  of  only  four  French  hanks 
to  have  expressed  an  interest  in 
taking  a stake  In  Credit  Lyon- 
nais. BNP’s  move  is  likely  to  take 
precedence  over  other  transac- 
tions. 

The  ministry  of  finance  took 
the  unusual  step  of  issuing  a 
joint  statement  with  the  Bank  of 
Prance  hinting  that  the  stakes 
were  so  high  they  might  make 
act  in  the  “national  interest”. 


The  statement  said:  “The  pub- 
lic authorities  hope  that  all  the 
actors  involved  will  help  in  prod- 
ucing solutions  that  fully  respect 
the  financial  community,  the 
industrial  and  social  interests 
involved  as  well  as  the  national 
interest  as  a whole.” 

If  BNP’s  move  was  successful, 
the  new  group  would  be  Europe’s 
largest  bank  with  total  assets  of 
€975bn.  Each  bank  would  have 
roughly  equal  shares  of  the 
merged  entity’s  equity. 

However,  the  merger  would 
also  unravel  the  plans  - already 
far  advanced  - for  Paribas  and 
SocGen  to  join  forces. 

Andre  Levy-Lang.  chairman  of 
Paribas,  and  nanial  Bouton,  haari 
of  SocGen,  issued  a joint  state- 
ment yesterday  branding  the  bid 
as  hostile. 

“This  bid  cannot  be  considered 
friendly,”  they  said. 

Michel  P6bereau,  chairman  of 
BNP,  went  to  great  lengths  yes- 
terday to  justify  his  move  by 
Insisting  it  would  give  better 
shareholder  value. 

“This  deal  will  benefit  the 
shareholders,  the  employees  and 
the  clients  of  the  three  banks,” 
he  said. 


He  added:  “This  is  the  best  pos- 
sible combination  for  the  French 
banking  system.” 

He  further  refused  to  consider 
his  move  as  a takeover,  but 
rather  described  it  as  an  “indus- 
trial project”  between  three 
equals. 

However,  he  left  many  details 
unanswered  about  the  deal  which 
is  based  on  a share  exchange  - 11 
BNP  shares  for  eight  Paribas 
shares  and  15  BNP  shares  for 
seven  SocGen. 

The  lack  of  detail  and  the 
apparent  haste  with  which  the 
plan  was  put  together  drew  scep- 
ticism from  analysts  who  focused 
yesterday  less  on  the  possible 
synergies  and  more  on  the  incon- 
sistencies. 

Mr  PGbereau  was  seen  as  too 
concerned  to  block  the  Paribas- 
SocGen  merger  that  threatened 
to  marginalise  BNP. 

Mr  P&bereau  claimed  to  have 
achieved  savings  of  almost 
€1.3bn. 

But  one  analyst  questioned  his 
pledge  not  to  cut  jobs:  “When 
you  go  to  a small  town  with 
branches  of  all  three  banks  and 
promise  to  dose  none,  where  are 
the  synergies?” 
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BNP  chairman  Michel  PAbemut  in  Paris  yesterday 


The  cool  response  from  the 
government  and  the  central  bank 
was  in  marked  contrast  to  the 
enthusiastic  welcome  accorded 
the  announcement  of  the  friendly 
Paribas-SocGen  merger. 

President  Jacques  Chirac 
praised  that  move  for  producing 
a “national  champion”  to  help 
France  compete  in  the  globalis- 
ing financial  markets. 


little  attention,  yesterday  was 
devoted  to  threats  from  the 
World  Jewish  Congress  in  New 
York  that  the  merger  might  be 
hostage  to  negotiations  on  com- 
pensation for  Holocaust  victims. 

Dangerous  Batons,  Page  13 
Editorial  Comment  and  Observer, 
Page  13 
Lex,  Page  14 


COMMISSIONER  BELIEVES  THAT  INFORMAL  CONTACTS  HAVE  ACHIEVED  PROGRESS  IN  ENDING  TRADE  DISPUTE 

US  and  EU  consider  further  banana  talks 


By  Guy  de  Jonqideres 

The  US  and  the  European  Union 
agreed  yesterday  to  consider 
launching  a concerted  push  for  a 
quick  solution  to  their  dispute 
over  trade  in  bananas. 

Sir  Leon  Brittan,  EU  trade  com- 
missioner. told  Charlene  Barshef- 
sky.  US  trade  representative,  that 
he  believed  informal  contacts 
between  Washington  and  Brus- 
sels had  achieved  progress,  and 
that  he  was  ready  to  intensify 
discussions. 

Ms  Barshefsky  said  she  was 
prepared  to  push  ahead  quickly, 
but  that  the  EU  must  show 
greater  flexibility.  However,  US 


officials  said  she  did  not  insist 
that  Brussels  should  table  new 
proposals  as  a condition  for  fur- 
ther talks.  An  EU  official  said: 
“Both  agreed  to  reflect  and  get 
back  in  contact  about  how  to  pro- 
ceed.” 

The  US  trade  representative 
said  she  needed  time  to  consult 
other  officials,  including  Peter 
Schex,  her  top  farm  trade  negotia- 
tor, who  is  expected  to  contact 
Brussels  when  he  returns  from 
China  tomorrow. 

Both  sides  said  that  if  talks 
went  ahead  they  would  be  likely 
to  start  next  week  and  would  aim 
to  reach  an  agreement  before  a 
World  Trade  Organisation  panel 


rules  on  tbeir  dispute.  A ruling  is 
expected  late  this  month. 

Hie  search  for  a settlement  has 
been  made  more  urgent  by  last 
week’s  US  decision  to  start  imple- 
menting its  threat  of  sanctions 
on  more  than  S500m  of  European 
exports.  The  US  says  the  EU  has 
not  complied  with  a 1997  WTO 
ruling  against  its  banana  import 
regime.  The  regime  favours  Afri- 
can, Caribbean  and  Pacific  (ACP.) 
fruit. 

Although  the  EU  has  since 
modified  the  regime,  the  US  says 
It  still  discriminates  against  its 
distributors  of  Latin  American 
bananas.  The  EU  says  the  US 
sanctions  move  violates  WTO 


rules.  EU  officials  insist  that  thco 
and  the  US  have  recently  nar- 
rowed the  gap  over  the  basis  for 
a settlement. 

They  say  prospects  hinge  on 
whether  the  US  administration  is 
prepared  to  sell  a deal  to  Chi- 
quita  Brands,  the  biggest  US 
banana  distributor,  and  to  Con- 
gress. 

They  say  it  is  in  Washington’s 
interest  to  settle  now.  because  a 
ruling  by  the  WTO  panel  would 
not  necessarily  give  Chiquita  the 
increased  access  it  is  seeking  to 
the  EU  market 

But  US  officials  say  the  two 
sides  are  still  far  apart  on  impor- 
tant elements  of  a deal  and  call 


’’  ’Hi’s  proposals  for  a solution 
inadequate.  A big  sticking  point 
is  the  allocation  of  EU  licences 
for  importing  bananas.  Brussels 
has  suggested  that  some  unused 
licences  reserved  for  ACP  produc- 
ers could  be  offered  to  US  distrib- 
utors. The  US  says  the  EU  offer  is 
not  generous  enough. 

Some  EU  officials  believe  that, 
however  the  dispute  is  resolved, 
a reduction  in  ACP  countries' 
market  share  will  be  unavoid- 
able. and  that  these  countries 
will  need  to  be  compensated 
through  Increased  development 

aid. 

Observer,  page  13 


China  reconsiders 
devaluation  stance 


By  James  Kynge  and  James  Hanfing 


Growing  strains  on  the  Chinese 
economy  have  prompted  policy- 
makers to  review  the  conditions 
under  which  they  might  have  to 
devalue  the  currency. 

A government  official  said  any 
decision  to  devalue  the  renminbi 
would  depend  on  whether  China 
could  maintain  acceptable  levels 
of  economic  growth  and  social 
stability. 

The  Chinese  authorities  have 
consistently  denied  devaluation 
is  imminent,  but  the  addition  of 
caveats  to  the  country’s 
long-standing  *no  devaluation’ 
pledge  gives  them  more  room  to 
i manoeuvre  if  economic  condi- 
tions worsen  or  external  condi- 
tions change. 

The  official  said  one  external 
pressure  would  be  a sharp  depre- 
ciation of  the  Japanese  yen. 

China  held  its  currency  steady 
last  year  in  the  foes  of  the  Asian 
economic  crisis,  because  it  feared 
a devaluation  would  trigger  fur- 
ther upheaval  in  foreign 
exchange  markets. 

Same  commentators  still  think 
a devaluation  In  coming  months 
would  prompt  a fresh  round  of 
currency  depredations  in  the 
region.  The  renminbi  is  not  freely 
convertible  and  is  kept  in  a 
tightly  managed  range  around 


Bmb8.27  to  the  US  dollar. 

The  softening  of  China's  stance 
against  devaluation  began  in  Jan- 
uary when  Dai  Xianglong,  cen- 
tral bank  governor,  said  China 
would  devalue  “only  when  there- 
is  a great  imbalance  in  the  bal- 
ance of  payments . . . and  a great 
increase  In  the  cost  of  exports”. 

The  government  official  added 
that  if  current  policies  failed  to 
curb  China’s  economic  slowdown 
and  rising  levels  of  social  discon- 
tent, then  arguments  for  a deval- 
uation would  grow. 

Officials  have  also  considered 
altering  the  basket  of  currencies 
to  which  the  renminbi’s  value  is 
fixed,  to  give  less  weight  to  the 
US  dollar  and  more  to  the  yen, 
the  Korean,  won  and  the  curren- 
cies of  other  trading  partners  and 
competitors.  The  official  said 
such  an  alternative  was  not 
under  -consideration,  but  could 
resurface  as  an  option. 

Many  economists,  in  China  and 
elsewhere,  believe  Beijing  does 
not  want  to  devalue  for  several 
months  or  more,  but  that  its 
hand  may  be  forced  by  severe 
economic  challenges. 

China's  strategy  for  reaching 
Its  goal  of  7 per  cent  growth  this 
year  rests  on  stimulating  con- 
sumer demand  and  an  active  fis- 
cal spending  programme. 

EcBtorial  Comment,  Page  13 
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EUROPE 


Serbs  keep 
up  hard  line 
on  Kosovo 


Brussels  on  course  to  win  farm  reforms 


By  Guy  Dhunore  in  Belgrade 

Mira  Markovic,  the 
influential  wife  of  Slobodan 
Milosevic,  Yugoslav  presi- 
dent, launched  a scathing 
attack  yesterday  on  the  US, 
comparing  it  with  Hitler's 
Third  Reich,  as  her  husband 
took  a tough  stand  at  a first 
round  of  talks  on  Kosovo 
with  Richard  Holbrooke,  US 
special  envoy. 

At  a Belgrade  rally  of  the 
Yugoslav  Left,  which  she 
leads  in  a ruling  coalition 
with  Mr  Milosevic's  Social- 
ists. Mrs  Markovic  said  the 
US  sought  world  domina- 
tion. just  as  Germany  had  in 
the  second  world  war. 

“Whoever  shows  disobedi- 
ence is  brutally  threatened," 
she  said,  referring  to  Nato's 
warnings  of  air  strikes 
against  Serbia  if  it  blocks  a 
Kosovo  peace  deal.  "All 
forms  of  resistance  should  be 
used,"  she  told  cheering  sup- 
porters. 

Her  hardline  speech  was 
mirrored  by  a tough 
approach  taken  by  Mr  Milos- 
evic in  an  opening  round  of 
talks  with  Mr  Holbrooke. 

"Attempts  to  condition  a 
political  agreement  on  our 
country's  acceptance  of  for- 
eign troops. ..are  unaccept- 
able." Mr  Milosevic  said  in  a 
statement  reported  by  the 
official  news  agency.  Tanjug. 
But  diplomats  said  this  was 
the  established  pattern  in 
encounters  between  the  two 
well  acquainted  adversaries. 
More  substantial  discussions 
were  expected  at  a second 
session  last  night. 

Mr  Holbrooke  was  expec- 
ted to  use  the  threat  of  Nato 
action  and  the  incentive  of  a 
partial  lifting  of  sanctions 
against  Serbia  in  an  effort  to 
persuade  Mr  Milosevic  to 
accept  a peace  plan  for  Kos- 
ovo. tabled  by  international 
mediators  at  negotiations  in 
France  last  month.  Peace 
talks  are  to  resume  in  Paris 
on  Monday. 

Mr  Milosevic  has  repeat- 
edly rejected  proposals  for  a 
28.000-strong  Nato  peace- 
keeping force  to  police  an 
interim  autonomy  deal, 
which  he  says  gives  too 
many  powers  to  the  prov- 
ince's ethnic  Albanian 
majority. 

The  rebel  Kosovo  Libera- 
tion Army  (KLA;  has  indi- 
cated it  agrees  to  the  plan, 
but  its  refusal  to  sign  so  far 


By  Michael  Smith  in  Brassais 

The  European  Commission 
last  night  appeared  to  be 
winning  its  fight  for  funda- 
mental reform  of  the  Euro- 
pean Union's  Common  Agri- 
cultural Policy,  as  farm 
ministers  prepared  to  negoti- 
ate into  the  early  hours  of 
the  morning  in  an  attempt  to 
thrash  out  a deal 

Germany,  in  its  role  as  EU 
president,  last  night 
unveiled  a “final  compro- 
mise" agreeing  to  the  Com- 
mission's proposal  for  a 20 
per  cent  in  cereals  prices. 
Last  week,  Bonn  had 
suggested  10  per  cent  would 
be  enough. 

The  compromise  also 
included  proposals  for  a 15 
per  cent  cut  in  milk  prices 


and  a rise  in  production- 
limiting  quotas  of  L5  per 
cent  for  most  countries  with 
additional  allowances  for 
Italy,  the  UK,  Greece,  Spain 
an h Ireland. 

Germany  and  France  had 
argued  for  the  status  quo  on 
milk.  Yesterday's  compro- 
mise suggested  that  coun- 
tries undertake  a review  In 
2003  “with  the  aim  of  allow- 
ing the  present  quota 
arrangements  to  run  out 
after  2006". 

It  also  suggested  that 
prices  for  beef  be  cut  by  20. 
per  cent,  less  than  the  30  per 
cent  sought  by  the  Commis- 
sion, but  at  the  new  level  the 
EU  would  merely  agree  to 
provide  storage  facilities  for 
the  meat  and  would  not  buy 
it  as  present 


German  officials  said  they 
expected  the  talks  to  go  into 
the  early  hours  of  the  morn- 
ing. and  that  they  were  hop- 
ing for  a deal-  Farm  minis- 
ters and  diplomats  from 
other  countries  said  a tenta- 
tive agreement  was  likely 
this  week,  although  it  could 
take  until  tomorrow. 

Agreement  would  culmi- 
nate more  than  18  months  of 
negotiations  aimed  at  agree- 
ing a more  competitive  farm 
aid  regime  as  part  of  a pack- 
age of  EU  reforms  enabling 
the  Union  to  enlarge  into 
eastern  Europe.  Changes  to 
regional  Bid  and  budget  fin- 
ancing are  also  being  dis- 
cussed. Any  agreement  made 
by  farm  ministers  could  be 
changed  by  prime  ministers 
due  to  meet  at  a summit  the 


week  after  next 
The  farm  ministers  were 
aiming  to  reach  a deal  satis- 
fying demands  from  heads  of 
government  for  a freeze  in 
agricultural  spending 
between  2000  and  2006  at 
around  the  1999  figure  of 
€4D.5bn  (S44bn).  This  would 
be  a change  of  direction  for 
the  common  agricultural  pol- 
icy. which  has  grown  in  vir- 
tually every  year  since  it 
was  formed  in  1962.  How- 
ever, yesterday's  paper  made 
no  provision  far  cutting 
direct  aid  to  farmers,  one  of 
the  ideas  under  consider- 
ation in  parlier  negotiations. 
• Germany  yesterday 
pledged  to  complete  the 
negotiations  on  reform  of  the 
European  Union's  finances, 
farm  and  structural  policies 


Poplasen:  resisting  removal  AP 

has  weakened  Mr  Hol- 
brooke’s hand. 

Serbia's  nationalist  mood 
was  fuelled  yesterday  when 
the  ultra-nationalist  Radical 
party  congratulated  five 
Macedonian  waiters  who 
beat  up  a group  of  British 
soldiers  in  Macedonia. 

The  crisis  In  Kosovo  has 
also  raised  anti -western  sen- 
timent among  Serbs  in 
nearby  Bosnia,  where  Nikola 
Poplasen,  the  hardline 
nationalist  dismissed  as 
president  by  the  interna- 
tional community  last  Fri- 
day, was  yesterday  refusing 
to  leave. 

Mr  Poplasen,  speaking  by 
telephone  from  his  presiden- 
tial offices  in  Banja  Luka, 
said  he  would  resist  any 
attempt  by  Nato  to  remove  i 
him.  Mr  Poplasen,  who  unex- 
pectedly defeated  the  west- 
ern-backed favourite  in  elec- 
tions last  September, 
accused  the  west  of  running 
Bosnia  like  a "colony". 

“You  can  sit  tn  your  office 
as  long  as  you  Like  but  it 
doesn't  make  you  a presi- 
dent.” one  western  official 
responded. 

Diplomats  were  more  con- 
cerned that  the  moderate 
coalition  led  by  Milorad 
Dodik.  prime  minister,  was 
showing  signs  of  fragment- 
ing and  might  be  replaced  by 
a hardline  alliance  led  by  Mr 
Poplasen 's  Radicals. 

Carlos  Westendorp,  the 
international  high  represen- 
tative with  sweeping  powers 
in  Bosnia,  fired  Mr  Poplasen 
for  “consistently  acting  to 
trigger  instability". 

That  move,  and  the  deci- 
sion to  put  the  Serb-con- 
trolled town  of  Brcko  under 
joint  sovereignty  with  the 
Moslem-Croat  federation,  led 
to  a Serb  walkout  from  Bos- 
nia's collective  institutions. 


Madrid  leads  the  fight  to  keep 
its  share  of  EU’s  pot  of  money 

In  the  argument  over  Agenda  2000  reforms,  Aznar  cannot  afford 
to  lose  the  funding  his  predecessor  won,  David  White  reports 
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3 Reforming 
the  Union 


Las  Navas  del  Marqu&s  is 
a village  in  the  Guadar- 
rama  mountains 
between  Madrid  and  Avila, 
surrounded  by  weekend 
homes.  Its  permanent  popu- 
lation of  less  than  5,000  mul- 
tiplies seven  or  eight  times 

in  summer. 

Soon,  work  will  start  on  a 
sewage  treatment  plant, 
needed  to  meet  European 
Union  standards.  The  EU  is 
funding  85  per  cent  of  the 
€10.5m  (811.4m)  needed  to 
build  it. 

It  is  no  more  than  people 
have  come  to  expect  in 
Spain,  now  engaged  in  a 
somecimes  lonely  fight  to 
preserve  just  this  kind  of 
financial  support. 

In  the  increasingly  tough 
argument  over  the  EU’s 
Agenda  2000  reforms.  Spain 
is  leading  the  defence  of  the 
so-called  structural  and 
cohesion  funds,  the  pot  of 
money  for  reducing  gaps  in 
wealth  between  different  EU 
countries  and  regions. 

These  funds  take  up  more 
than  a third  of  the  total  EU 
budget,  the  largest  slice  after 
farming.  The  beneficiary 
countries  argue  that  the 
whole  EU  gains,  through 
access  to  growing  markets. 

But  the  broad  political 
support  that  existed  at  the 


time  of  the  last  EU  financing 
package  has  dwindled. 

Spain  gets  more  than  any 
other  country  from  these 
funds.  It  has  been  gearing  up 
for  two  years  for  the  battle 
to  save  them,  and  is  having 
a harder  time  than  expected. 

Germany,  the  chief  pay- 
master. and  most  other 
northern  members  favour 
limiting  the  effort  over  the 
next  seven  years  to  €200bn. 
below  initial  European  Com- 
mission proposals. 

Spain  is  arguing  to  pre- 
serve existing  levels,  and  is 
resisting  attempts  to  pin 
them  to  the  average  for  the 
1994-99  financing  period.  It  is 
defending  a ceiling  of 
€239bn,  almost  20  per  cent 
higher. 

Alongside  regional  and 
other  "structural"  pro- 
grammes, this  includes 


small  part  of  the  totaL  They 
account  for  8-9  per  cent  of 
overall  Spanish  receipts 
from  the  EU.  But  their  sym- 
bolic and  political  signifi- 
cance in  Spain  is  vastly 
greater. 

Tbe  fund  was  a victory 
won  by  Felipe  Gonz&lez.  the 
former  Socialist  prime  minis- 
ter, to  help  poorer  members 
face  up  to  the  challenges  of 
monetary  union. 

Spain  has  been  getting 
more  than  half  of  it.  almost 
€5bn  in  transfers  to  date. 
Jose  Maria  Aznar,  the  pres- 
ent prime  minister,  com- 
plained at  the  time  it  looked 
like  begging,  but  cannot  now 
afford  to  lose  what  Mr  Felipe 
Gonzalez,  his  predecessor, 
bad  achieved.  The  cohesion 
fund  has  become  Spain's 
European  sacred  cow. 

There  was  nothing  in  the 
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thal make  up  Agenda  2000 
on  schedule  at  the  special 
waHiw  summit  of  EU  leaders 
later  month,  writes 

peter  Norman. 

Brushing  aside  speculation 
the  negotiations  would  have 
to  extend  well  beyond  tbe 
March  24-25  deadline,  GOnter 
Vacbeugen,  Bonn's  minister 
for  Europe,  painted  an 
upbeat  picture  of  progress  so 
for.  All  member  states  had 
stressed  their  determination 
to  reach  agreement  in  Ber- 
lin, be  said. 

It  was  positive  that  Ger- 
many's compromise  propos- 
als on  the  Agenda  had  been 
criticised  equally  by  those 
countries  that  wanted  to 
spend  more  and  those1  that 
wanted  to  save  more. 

Acknowledging  that  no 
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compromises  had.  .beeai 
reached  on  . the  crifitj}:' 
issues,  he  said  it  was  in  the  '' 
nature  of  the  negotiations 
that  agreements  _ 

be  reached  at  the  smumfc']: : 

Later,  Mr  Verheugen-ateq  >•' 
said  it  would  hot  bejMces-;  r 
sary  for  an  elements  ^tb*  . 
Agenda  2000  — 

controlling  EU  speDdmgind- 
restructuring  revenues 
between  2000  and  ^OQ&io  - 
take  effect  at  the  same  tine.  ; 

He  made  dear  ^Brifohr^  v 
should  draw  no  concfc|San&/ 
for  the  future  erf  its.^EU  bud-  * 
get  rebate  from  Bono's  deci  - 
sion to  fall  into., fine. ;wfth . • ■ 
French  wishes  ami  -ceaw^-' 
pressing  for  the  national  “ok  • 
financing"  of  form  .budgets,  v : 
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The  fund  was  a victory  won  by  Felipe 
Gonzalez,  the  former  Socialist  prime 
minister,  to  help  poorer  members  face 
up  to  challenges  of  monetary  union 


€21bn  for  the  cohesion  fund, 
which  has  been  paid  for  the 
last  six  years  to  the  EU's 
four  poorest  countries. 

Payments  from  Lbe  cohe- 
sion fund,  which  go  on  trans- 
port investments  and  envi- 
ronmental projects  such  as 
that  in  Las  Navas,  are  a 


deal,  Madrid  argues,  that 
would  disqualify  recipients 
once  they  achieved  euro 
membership.  The  qualifying 
criterion  was  national 
income  per  head  below  90 
per  cent  of  the  EU  average. 

Spain,  now  near  SO  per 
cent  of  the  average,  says  it  is 


DUEcaka*'*:. 

Semes  SjjKDBaw  mate.  EmpmCnaa 

ready  for  an  automatic  cut- 
off once  that  level  is 
reached.  For  Mr  Aznar.  this 
is  Spain's  "great  challenge" 
aver  the  next  20  years. 

Bui  it  is  increasingly  alone 
in  hs  campaign.  Among  the 
other  cohesion  fund  coun- 
tries. Greece  is  not  yet  In  the 
euro  and  does  not  face  the 
same  challenge  to  its  entitle- 
ment. Ireland  is  already  over 
the  threshold  and  is  less  con- 
cerned about  its  minority 
share  of  this  money  than  the 
larger  amounts  involved  in 
losing  its  claim  to  the  most 
generous  category  of  EU 
regional  support 

Portugal,  which  gets  a 
third  of  what  Spain  receives 
from  the  fund,  is  more  exer- 
cised about  the  threatened 
loss  of  regional  support  for 
the  Lisbon  area,  which 
accounts  for  over  40  per  cent 
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of  its  economic  output 

Spain  is  among  the  coun- 
tries facing  a shrinkage  in 
regional  aid  entitlements.  Up 
to  now.  all  its  regions  except 
Madrid  and  those  nearest 
the  French  border  have 
belonged  to  the  main  aid 
group,  with  income  levels 
below  75  per  cent  of  the  EU 
average. 

The  northern  Cantabria 
region  is  set  to  graduate 
from  that  group,  and  others 
are  close.  If  the  EU  falls  to 
settle  its  differences  at  the 
Berlin  summit  in  two  weeks 
and  the  Agenda  2000  argu- 
ment drags  on  past  the  sum- 
mer, more  Spanish  regions 
could  meanwhile  cease  to 
have  priority  status. 

Terms  for  softening  the 
impact  by  gradually  phasing- 
out  support  have  yet  to  be 
negotiated.  The  looming 


prospect  of  EU  enlargement 
means  many  parts  of. 'tin- 
present  15-member  Union 
will  cease  to  be  eligible  for 
special  aid  in  future  financ- 
ing packages. . 

“This  isn’t  money  guaran- 
teed for  ever."  warns  Ene&o 
Landaburu,  regional  policy 
director  at  the  European 
Commission- 

Ten. years  after  the  EU 
began  making  a real  effort  to . 
tackle  internal  disparities, 
the  weaning-away  process 
will  be  a new  experience.. 

For  many  regional  and 
local  authorities,  life  without 
EU  aid  has  become,  hard  to 
imagine.  Manuel  Rosado, 
mayor  . of  Las  Navas  -’dd  . 
Marques,  can  think  aTn° 
other  way  Jus  plant  could 
have  been  paid  for.  Tt  would . 
have  been  impossible,”  he  ' 
says. 


Pressure  grows  on  Spain  acts  against  Basque  activists 

r>  r-i-ii  Bawd  White  hi  Madrid  reaffirming  its  ceasefire,  but  arrests  in  the  region  were  regional  government  in  the  focus  instead  on  the  i 

I P # ■ II  I ■ ■ p # I II  has  so  for  stopped  short  of  tbe  result  of  a separate  sur-  Spanish  Basque  country,  of  more  than  500  jafle 

VF-M..A  %r\jF  JL  WJr-M. ajgLAJI.  Spanish  police  yesterday  calling  a permanent  end  to  veillance  operation.  Police  said  the  arrests  would  test  members  now  in  pr 

C7  delivered  a further  jolt  to  the  its  30-year  armed  campaign,  were  thought  to  have  moved  the  peace  process.  But  it  also  around  Strain. 


■4 


By  Peter  Norman  in  Strasbourg 

Members  of  the  European 
parliament  yesterday 
stepped  up  pressure  for  the 
resignation  of  Edith  Cresson, 
the  beleaguered  European 
Union  education  commis- 
sioner, just  days  before  a 
special  five-member  commit- 
tee of  experts  is  due  to 
report  on  how  the  EU’s  exec- 
utive body  deals  with  fraud, 
mismanagement  and  nepo- 
tism. 

GOnter  Rinsche  and  Inga 
Friedrich,  leaders  of  MEPs 
from  the  German  Christian 
Democrat  and  Christian 
Social  Union  parties, 
renewed  calls,  first  made  in 
January,  for  the  resignation 
of  Mrs  Cresson  and  Manuel 
Marin,  a European  Commis- 
sion vice-president  partly 
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responsible  for  EU  external 
relations. 

“These  commissioners 
have  since  been  confronted 
with  new  allegations.  The 
CDU/CSU  group  therefore 
considers  its  demands  for 
their  resignation  have  been 
strengthened  and  strongly 
reaffirms  them,"  they  said. 

But  it  was  Mrs  Cresson 
who  appeared  most  vulnera- 
ble yesterday,  despite  a 
denial  from  her  office  of  any 
wrong-doing. 

Pat  Cox,  chairman  of  the 
European  Liberal  Democrat 
and  Reform  group  in  the  par- 
liament. singled  out  what  he 
claimed  were  inconsistencies 
between  Mrs  Cresson's  firm 
denial  of  fraud  in  pro- 
grammes under  her  control 
when  giving  evidence  to  the 
parliament's  social  affairs 
committee  on  January  5.  and 
developments  in  February 
when  the  Commission  called 
in  the  Belgian  authorities  to 
investigate  four  cases  of 
alleged  fraud  at  Age  nor,  an 
external  agency  running 
part  of  the  EU's  €620m 
($675m)  Leonardo  youth 
training  programme. 

Mr  Cox’s  charges  were  lent 
support  by  a letter  dated 
February  18  to  Mrs  Cresson 
from  Anita  Gradin.  tbe  com- 
missioner responsible  for 
financial  control  and  fraud 
prevention,  which  was  circu- 
lating among  MEPs  yester- 
day. 

In  the  letter  to  “Dear 
Edith”,  Mrs  Gradin 
expressed  her  “surprise"  at 
remarks  of  Mrs  Cresson  tn 
the  previous  day's  Commis- 
sion meeting  when  she  said 
she  had  only  been  Informed 
of  suspected  fraud  relating 
to  the  Leonardo  programme 
on  February  16. 

To  support  her  case.  Mrs 
Gradin  enclosed  a copy  of  a 
note  dated  February  10  from 
another  Commission  depart- 
ment addressed  to  Mrs  Cres- 


son's chef  de  cabinet,  which 
stated  that  Uclaf,  the  Com- 
mission’s anti-fraud  unit, 
was  about  to  tell  the  Belgian 
judicial  authorities  about  the 
four  suspected  fraud  cases  at 
Agenor. 

Mrs  Gradin  said  Mrs  Cres- 
son's staff  was  sent  a copy  of 
another  note  dated  February 
11.  which  confirmed  the  four 
cases  were  transferred  to  the 
Belgian  authorities. 

Mrs  Gradin  also  told  Mrs 
Cresson  that  the  head  of  her 
cabinet  was  “briefed  by 
Uclaf  on  numerous  occasions 
since  November  last  year 
that  four  cases”  concerning 
Leonardo  and  Agenor  were 
under  investigation  as  a 
result  of  an  internal  audit 

“As  you  know,"  Mrs  Gra- 
din added,  “this  always 
implies  a lingering  suspicion 
on  behalf  of  Uclaf  of  tha  exis- 
tence of  irregularities,  cor- 
ruption and  fraud.” 

The  five  member-commit- 
tee of  experts  is  due  to  pres- 
ent its  closely  guarded 
report  to  the  Commission 
and  parliament  on  Monday 
evening.  Parliamentary  lead- 
ers and  the  Commission  will 
meet  separately  that  night  to  , 
discuss  the  report’s  implica- 
tions before  discussing  it  1 
together  on  Tuesday.  ! 

Individual  commissioners, 
Mr  Cox  suggested,  should 
resign  if  singled  out  for  “par- 
ticular attention  in  terms  of 
wrong-doing  or  gross  incom- 
petence”. They  should 
reflect  and  “act  accord- 
ingly", he  said. 

If  they  foiled  to  respond, 
the  entire  Commission 
should  try  to  persuade  them 
to  consider  their  position,  he 
added.  Hinting  at  possible 
censure  motions,  such  as 
that  which  shook  the  Com- 
mission in  January.  Mr  Cox 
said  parliament  would  have 
to  consider  Intervening  if 
there  was  no  response  to  an 
adverse  report. 


By  David  White  in  Madrid 

Spanish  police  yesterday 
delivered  a further  jolt  to  the 
struggling  peace  process  in 
the  Basque  region  with  a 
series  of  arrests  in  the  San 
Sebastian  area,  the  main 
operational  base  of  Eta,  the 
armed  separatist  organisa- 
tion. 

The  police  swoop  followed 
closely  on  the  arrest  in  Paris 
on  Tuesday,  in  a joint 
French-Spanish  operation,  of 
Jos6  Javier  Arizkuren  Ruiz, 
alias  “Kantauri”,  alleged  to 
be  the  commander  of  Eta’s 
hit-squads,  and  five  other 
suspected  members  of  the 
organisation. 

These  were  the  first  big 
actions  against  Eta  on  either 
side  of  the  French-Spanish 
border  since  the  organisa- 
tion declared  an  open-ended 
ceasefire  last  September. 

Eta  has  issued  several 
statements  in  the  Interim 


reaffirming  its  ceasefire,  but 
has  so  far  stopped  short  of 
calling  a permanent  end  to 
its  30-year  armed  campaign. 
It  has  also  declared  its  inten- 
tion of  maintaining  supplies 
to  its  units  and  defending 
itself  if  necessary. 

Spanish  authorities  made 
clear  after  the  ceasefire  they 
would  not  suspend  efforts  to 
track  down  Eta  suspects. 
But  in  practice  there  was  a 
lull  in  police  raids. 

The  Paris  operation  coin- 
cided with  a meeting  in  the 
French  capital  between  Jose 
Maria  Aznar,  Spanish  prime 
minister,  and  Jacques  Chi- 
rac, French  president. 
Shortly  afterwards,  Spanish 
paramilitary  Civil  Guard 
police  also  detained  a female 
local  councillor  belonging  to 
Herri  Batasuna,  the  extrem- 
ist party  linked  to  Eta,  in  the 
region  south  of  San  Sebas- 
tian. 

The  subsequent  overnight 


arrests  in  the  region  were 
the  result  of  a separate  sur- 
veillance operation.  Police 
were  thought  to  have  moved 
in  to  prevent  the  Eta  sus- 
pects from  fleeing  in  the 
aftermath  of  the  Paris 
swoop. 

Eta's  San  Sebasti&n  unit 
has  been  regarded  as  the 
strongest  remaining  element 
of  its  underground  network 
in  Spain.  The  nine  people 
arrested  included  two  men 
wanted  as  Eta  guerrillas. 
Police  also  seized  weapons 
and  documents,  reported  to 
include  a list  of  possible  tar- 
gets. 

Eta’s  political  allies  pro- 
tested against  a “chain  of 
aggression".  Anxaldo  Otegi, 
Herri  Batasuna's  spokesman, 
accused  Madrid  and  Paris  of 
a "reckless  strategy"  and 
“political  provocation". 

The  moderate  Basqne 
Nationalist  party  (PNV). 
which  heads  a minority 


regional  government  in  the 
Spanish  Basque  country, 
said  the  arrests  would  test 
the  peace  process.  But  it  also 
voiced  its  conviction  that 
Eta  would  not  resume  its 
campaign  of  terrorist  mur- 
ders. 

The  post-ceasefire  peace 
process  is  currently  stalled 
amid  continued  outbreaks  of 
political  street  violence  and 
threats,  and  a stand-off 
between  Basque  parties  and 
Madrid  over  the  latter's 
refusal  to  contemplate  politi- 
cal or  constitutional  reforms 
as  a tradeoff  for  peace. 

The  situation  differs  from 
that  in  Northern  Ireland  - 
where  the  peace  process  has 
also  become  bogged  down  - 
In  that  the  Basque  region 
has  self-governing  institu- 
tions already  in  place,  with 
wide-ranging  autonomy.  In 
the  Spanish  government’s 
view,  talks  on  consolidating 
peace  in  the  region  should 


focus  on  the  fetafe 

of  more  than  500  jailed  Eta 
members  . now . in  .prisons, 
around  Spain.  . . . • . -- 

Although  the  guyernmait 
has  held  preliminary  con- 
tacts with  people  dose  to 
Eta,  it  is  waiting  for  the 
organisation  to  name  Us  Tg>- 
resentatives  for  talks.  Gov- 
ernment officials  said  they 
hoped  the  latest  police 
actions  would  speed  up  the 
process. 

This  view  received  firm 
support  from  the  opposition 
Socialists.  - 

“We're  closer  to  peace 
today  than  we  were  yestffl1- 
day”  said  Joaquin  Ahnnnifl. 

the  party's  secretary-general. 

However,  the  arrests  have 
also  increased  fears  that  Eta 
sympathisers  may  step  up 
acts  of  arson  and  sabotage, 
which  have  continued  spo- 
radically in  the  region  since  . 
the  ceasefire,  so  far  without 
fatalities. 


Kremlin 


By  John  Thornhill  in  Moscow 

President  Boris  Yeltsin's 
failing  grip  on  power  was 
thrown  into  sharp  relief  yes- 
terday. when  the  Kremlin 
was  left  to  protest  im po- 
tently over  the  return  to 
work  of  Russia's  public  pros- 
ecutor. 

Yuri  Skuratov  resigned  as 
public  prosecutor  under 
pressure  from  the  Kremlin 
on  February  1 — ostensibly 
for  health  reasons  - but 
popped  up  in  his  office  again 
on  Tuesday,  saying  he  was 
working  according  to  his 
“normal  regime". 

Mr  Yeltsin  had  already 
accepted  Mr  Skuratov 's  res- 
ignation after  expressing  dis- 
satisfaction with  his  work. 
But  the  upper  house  of  par- 
liament, the  Federation 
Council,  insists  it  has  the 
final  say  about  removing  the 
public  prosecutor  from 
office.  It  plans  to  discuss  the 


Audit  ‘likely’  over  the  transfer  of  central  bank  funds 


The  man  In  charge  of  an 
obscure  company  through 
which  the  Russian  Central 
Bank  channelled  billions  of 
dollars  to  an  offshore 
account  In  Jersey  said 
yesterday  a full  audit  to 
support  his  claim  that  no 
wrong-doing  took  place  was 
likely  within  weeks,  writes 
Andrew  Jack  in  Moscow. 

Andrei  Movtchan, 
chairman  of  the  Paris-based 
institution  controlled  by 
Russia's  Central  Bank,  said 


issue  on  March  17. 

The  controversy  surround- 
ing Mr  Skuratov  follows  the 
launch  of  potentially  explo- 
sive investigations  into  the 
central  bank’s  management 
of  its  hard  currency  reserves 
and  the  business  Interests  of 
Boris  Berezovsky,  tbe 


he  was  likely  to  ask  his 
auditors  to  examine 
transactions  through 
BCEN-Eurobank’s 
subsidiary,  Fimaco. 

If  the  central  bank  agrees, 
that  could  pave  the  way  to  a 
more  comprehensive 
response  to  allegations 
about  the  misuse  of  national 
reserves  and  funds  lent  to 
Russia  by  the  International 
Monetary  Fund. 

"We  are  so  tired  of  all 
these  speculations  that  I 


self-styled  oligarch,  who  is 
closely  linked  with  the  Yelt- 
sin family.  Russian  media 
speculated  Mr  Skuratov's 
decision  to  resign  was 
prompted  by  his  investiga- 
tions into  Mr  Berezovsky. 
Boris  Makarenko,  deputy 
director  of  the  Centre  for 


think  we  wiH  ask 
PriceWaterho  use- Coopers, 
our  auditors,  to  carry  out  a 
special  audit  of  Fimaco 's 
operations  to  dear  up  all 
doubt,  since  I see  that  no 
one  believes  us,”  said  Mr 
Movtchan. 

Central  bank  officials  have 
until  now  kept  a low  profile 
in  the  wake  of  accusations 
last  month  by  Yuri  Skuratov, 
the  public  prosecutor,  that 
they  channelled  S50bn 
through  Fimaco. 


Political  Technologies,  said: 
“The  president  seems  to  be 
less  and  less  in  control  even 
of  his  own  spheres  of  compe- 
tence. But  it  is  interesting 
that  Skuratov's  health  has 
improved  at  a time  when 
Berezovsky  bas  been  sent 
packing.” 


Mr  Skuratov’s  reappear- 
ance in  office  also  coincides 
with  the  return  to  Moscoiy  of 
Yevgeny  Primakov,  prime 
minister,  following  a short 
holiday.  Mr  Primakov  has 
been  urging  the  public  prose- 
cutor's office  to  crack  down 
on  “economic  criminals”  and 
root  out  corruption. 

In  spite  of  the  growioS 
boldness  of  Mr  Yeltsin's  art' 
ics,  the  president  may  ^ 
planning  to  re-enter  tbe 
political  fray.  Izvestiya  n®*®-  , 

paper  reported  last  night  Mr  > 
Yeltsin  would  make  mi  “ 
aggressive  address' 
month  railing  for  a relaoncfl 

of  economic  reforms.  - 

There  have  been  nano®* 

Mr  Yeltsin  wants  to  fire  X11*1 
Maslyukov,  the  former  Com- 
munist parliamentarian' 38 
first  deputy  prime 
In  charge  of  the 
failing-  to  clinch  a desl  ®’vr 
the  International  Monetary 
Fund.  *. 
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jjATOEXPAHSlgW I HUNGARY  AND  THE  CZECH  REPUBLIC  GRAPPLE  WITH  PROBLEMS  AS  THEY  - ALONG  WITH  POLAND 


Ethnic  dilemma 

for  Budapest 


5 Bobert  Wright  m Budapest 

£™!y.  ®2enti  ^ indis- 
h-nguishable,  to  a foreigner 

mwlS**1,  a°y  °ther 
middle-aged  Hungarian.  He 

Jocks  Hungarian,  speaks 
Hungarian  and  seems  more 
at  home  than  other  residents 
ot  the  Bicske  Refugee  Recep- 
tion  Station,  just  outside 
Budapest. 

Mr  Szenti  is  an  ethnic 
Hungarian  from  Yugoslavia. 
He  fled  his  home  in  Serbia's 
northern  Vojvodma  province 
last  May  after  the  authori- 
ties tried  to  force  him  into 
the  army.  Other  Hungarians 
at  the  station  tell  of  similar 
escapes,  but  also  of  brothers 
who  were  caught  and  are 
fighting  in  Kosovo.  Many 
have  families  among  Vojvo- 
dina’s  340.000  Hungarian 
inhabitants. 

The  group  embodies  some 
of  the  dilemmas  for  Hungary 
when  it  joins  Nato  tomor- 
row. While  the  alliance’s  pol- 
icy may  be  to  bomb  Serbia  if 
it  refuses  to  sign  a Kosovo 
peace  deal,  the  Hungarian 
government's  role  will  be 
sensitive.  It  cannot  refuse  to 
help  Nato.  but  will  not  prom- 
ise armed  peacekeepers. 


The  Vojvodina  problem  is 
js  just  one  of  the  complex 
historical  ties  with  sur- 
rounding countries  which 
promise  to  give  Hungary  a 
vital  position  as  Nato’s  out- 
post on  the  edge  of  Europe's 
most  unruly  region. 

I don’t  think  Hungary  hag 
come  to  terms  with  the  dif- 
ferent requirements  there 

are  going  to  be  on  it.  for 
instance,  with  its  special 
relationship  with  the  Bal- 
kans with  its  [Hungarian] 
ethnic  minorities,”  says  one 
western  diplomat. 

Just  how  rough  this  neigh- 
bourhood can  be  emerged 
last  month.  The  new  govern- 
ment of  neighbouring  Slo- 
vakia - whose  population  is 
more  than  10  per  cent  Hun- 
garian - revealed  that  its 
secret  service  under  Vladi- 
mir Meciar’s  previous  gov- 
ernment sent  agents  to  dis- 
rupt Hungary's  Nato  and 
European  Union  integration. 

Relations  with  both  Slo- 
vakia and  Romania  have 
since  improved. 

The  Hungarian  govern- 
ment’s answer  is  simple.  It 
supports  the  Nato  member- 
ship of  many  surrounding 
countries,  including  Slo- 
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vakia  and  Romania,  the 
countries  with  the  biggest 
Hungarian  minorities,  and 
Slovenia,  which,  like  Hun- 
gary. is  in  fast-track  negotia- 
tions to  join  the  EU. 

In  the  interim,  the  govern- 
ment hopes,  the  example  of 
an  economically  successful, 
western-facing  Hungary  will 
bring  stability  to  the  region. 

The  technological  barriers 
to  membership  may  be  more 
troublesome.  Lieutenant 
General  Nandor  Hollosi.  dep- 
uty chief  of  defence  staff. 
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points  out  that  the  Hungar- 
ian air  force  depends  on  Rus- 
sian staff  to  keep  airborne 
its  ageing  Soviet-built 
MiG-21  fighters.  While  the 
military  would  like  to  buy  30 
new  western  aircraft  the 
Ft400bn  <$l.7bn)  cost  is 
beyond  its  defence  budget. 

Instead,  spending  has  con- 
centrated on  basic  Nato 
requirements.  A new  air 
defence  system  has  been 
inaugurated  and  modem 
controls  are  being  fitted  to 
old  equipment.  There  has 


also  been  emphasis  on  lan- 
guage and  other  training  to 
bring  Hungary’s  military 
philosophy  into  line.  Gen 
Hollosi  concedes,  however,  it 
will  be  10  years  before  Hun- 
gary's armed  forces  meet 
Nato  standards. 

But  Nato  membership  is 
being  portrayed  as  a huge 
step  towards  joining  the 
prosperous  European  main- 
stream. As  such,  the  move 
remains  popular,  opposed  by 
only  20  per  cent  of  opinion 
poll  respondents. 


- PREPARE  TO  JOIN  THE  MILITARY  ALLIANCE  TOMORROW 

Prague  security  scramble 


By  Robot  Anderson  in  Prague 


The  Czech  Republic's  pre- 
parations to  join  Nato  have 
been  overshadowed  by  a 
scramble  to  screen  govern- 
ment personnel  and  a spy 
scandal  that  has  raised 
doubts  about  the  country’s 
ability  to  keep  secrets. 

There  has  been  a rush  to 
screen  all  those  who  will 
come  into  contact  with  Nato 
classified  information  after 
it  became  clear  that  there 
was  a backlog.  The  national 
Security  law.  passed  late  last 
year,  requires  everyone  to  be 
newly  vetted  and  is  far 
stricter  than  Nato  requires. 

The  relevance  of  the 
screening  was  called  into 
question  in  January  when 
the  name  of  a British  intelli- 
gence official  in  Prague  was 
leaked  to  the  media,  alleg- 
edly by  disaffected  Czech 
agents  in  retaliation  for  his 
role  in  the  dismissal  of  the 
bead  of  the  secret  service. 

Both  incidents  have  been 
seized  on  by  a media  already 
sceptical  about  the  country's 
readiness  and  enthusiasm 
for  Nato. 

Unlike  the  Poles  and  the 
Hungarians,  the  Czechs  lack 
a convincing  military  tradi- 
tion. The  army  did  not 
defend  the  country  from  Hit- 
ler in  1939  or  the  Russians  in 


1968.  Although  all  parties, 
except  the  Communists,  sup- 
port Nato.  opinion  polls 
show  only  about  50  per  cent 
backing  for  membership, 
with  30  per  cent  opposed. 

Nevertheless,  western  mil- 
itary experts  are  upbeat 
about  the  country’s  prepara- 
tions. "They  have  made 
enormous  progress,  a quan- 
tum leap.”  said  a US  govern- 
ment official. 

Communications,  intelli- 
gence services  and  air 
defence  have  been  linked 
with  Nato  and  officers  have 
been  put  on  English  lan- 
guage courses. 

Practical  cooperation  has 
already  started  through  par- 
ticipation in  the  Partnership 
for  Peace  exercises  and  by 
working  with  tbe  British 
army  in  the  peacekeeping 
forces  in  Bosnia. 

“The  experience  of  Bosnia 
has  been  crucial  in  prepar- 
ing for  Nato  integration." 
said  Jaromir  Novotny,  dep- 
uty defence  minister. 

Other  changes,  such  as 
adopting  compatible  muni- 
tions. will  have  to  wait  until 
2005  and  until  resources 
allow'.  “We  expect  to  be  fully 
compatible  with  Nato  in  15 
years,”  said  Mr  Novotny. 

More  fundamental 
changes,  including  establish- 
ment of  a professional  army. 


are  still  up  for  debate.  Since 
1993  the  army  has  been 
halved  to  60.000.  of  whicb 
just  under  hail  are  profes- 
sionals. but  a further  shift 
would  be  expensive. 

"The  evolution  is  going 
this  way."  said  Mr  Novotny, 
“but  this  economy  does  not 
have  the  resources  for  a pro- 
fessional army  at  present 
and  will  not  in  tbe  next  10 
years.” 

The  country  will  initially 
contribute  to  Nato  about  400 
troops  for  rapid  reaction 
operations,  including  a 
chemical  protection  unit.  By 
2003  it  expects  to  contribute 
a mechanised  battalion. 

But  western  experts  are 
worried  that  the  armed 
forces  still  require  substan- 
tial investment  at  a time  of 
economic  recession. 

The  military  budget  was 
increased  this  year  tu  1.9  per 
cent  of  gross  domestic  prod- 
uct. or  Kc37bn  f$lbm,  and  is 
set  to  reach  2 per  cent  next 
year  and  thereafter. 

However,  most  of  this  is 
eaten  up  by  personnel  and 
housing  costs  and  there  is 
little  money  for  new  procure- 
ments, particularly  as  the 
air  force  is  committed  to 
paying  Kc30bn  for  72  domes- 
tically produced  L-159  light 
attack  aircraft  in  tbe  next 
four  years. 
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NEWS  DIGEST 

TAXATION  PROPOSALS 


Bonn  admits  error  over 
energy  reserves  taxes 

The  German  finance  ministry  yesterday  conceded  that  its 
forecasts  of  the  effects  of  plans  to  tax  reserves  built  up  by 
the  country’s  energy  industry  had  been  misleading. 

A ministry  spokesman  said  tax  changes  proposed  by 
Oskar  Lafontaine,  the  finance  minister,  would  cost  the 
industry  DM21. 3bn  (€10.9bn,  $12bn)  over  10  years.  Until 
now  it  had  been  using  an  estimate  of  DM1  Obn.  without 
making  it  dear  this  was  over  four  years  only. 

The  new  figure  is  closer  to  the  DM25bn  the  energy 
industry  says  it  wilt  have  to  pay  if  the  tax  changes  go 
through  in  their  current  form.  But  industry  leaders  yester- 
day said  while  they  were  glad  that  the  finance  ministry  was 
“coming  closer"  to  their  assessment,  they  remained  reso- 
lutely opposed  to  the  tax  charges. 

On  Tuesday,  the  energy  industry  pulled  out  of  separate 
talks  on  a schedule  for  closing  Germany's  19  nuclear 
power  stations  until  the  tax  reform  issue  was  resolved. 
People  familiar  with  the  tax  reform  talks  said  the  govern- 
ment had  produced  no  breakdown  or  substantiation  of  the 
forecast  cost  of  taxing  reserves.  ‘The  finance  ministry 
appears  not  to  have  done  its  homework,"  an  industry 
/ executive  said. 

Frederick  Studemann,  Berlin 

EUROPEAN  DEFENCE  ALLIANCE 

US  warns  of  ‘risks  and  costs’ 

The  US  yesterday  warned  Europe  of  the  “risks  and  costs’* 
of  creating  a stronger  European  defence  capacity  in  terms 
of  the  danger  of  alienating  American  opinion  as  well  as  of 
higher  military  spending. 

While  expressing  strong  US  support  for  file  planned 
European  Security  and  Defence  Identity  (ESDI),  Strobe  Tal- 
bott. deputy  secretary  of  state,  issued  a caution.  “If  ESDI 
is  misconceived,  misunderstood  or  mishandled,  it  could 
create  the  impression  - which  could  eventually  lead  to  file 
reality  - that  a new  European-only  alliance  is  being  bom 
out  of  the  old,  transatlantic  one."  Some  US  politicians  in 
Congress  seem  all  too  ready  to  misconstrue  ESDI  to  wash 
their  hands  of  Europe,  according  to  US  officials. 

Speaking  at  a Nato  conference  organised  by  the  Royal 
United  Services  Institute  in  London,  Mr  Talbott  also 
expressed  concern  that  the  European  Union’s  ambitions  to 
play  a defence  role  should  not  sideline  those  European 
countries  outside  the  EU,  such  as  Norway  and  Turkey,  as 
well  as  Poland.  Hungary  and  the  Czech  Republic,  which 
are  due  tc.  join  Nato  tomorrow.  David  Buchan,  London 

TRADE  DEFICIT  WIDENS 

Romania  GDP  shrinks  7.3% 

Romania’s  official  recorded  economy  contracted  by  7.3 
per  cent  in  1998.  according  to  official  statistics  published 
yesterday.  The  figure  surprised  analysts,  who  had  been 
forecasting  a 4 per  cent  drop  in  gross  domestic  product. 

In  1997  Romanian  GDP  lell  by  6.6  per  cent  to  $35bn. 

Romania’s  continuing  difficulties  were  underlined  by  the 
latest  trade  figures,  which  show  that  in  1998  the  country 
ran  a trade  deficit  of  $3.52bn.  against  1997*s  trade  deficit 
of  $2.85bn.  Last  year  Romanian  exports  fell  by  1 .6  per 
cent  year  on  year  and  imports  rose  by  4.8  per  cent  year 
on  year. 

The  country's  deteriorating  economic  performance  has 
brought  unemployment.  The  national  jobless  rate  rose  from 
11.1  per  cent  in  January  to  11.8  per  cent  in  reoruary. 

Most  of  the  job  losses  result  from  government  efforts  to 

restructure  the  state-owned  sector.  , 

February’s  inflation  rate  was  2.9  per  cent.  The  finance 
ministry  predicted  that  inflation  would  reach  32-per  cent  by 
Christmas,  in  1998  inflation  was  40  per  cent 
U Romania  is  in  talks  with  the  International  Monetary  Fund 
and  the  Worfd  Bank  about  new  loans. 

Joe  Cook,  Bucharest 
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PETROLEUM  FUND  

Norway  invites  bids 

Norway’s  central  bank  yesterday  Med 
t0  submit 

Surplus.  The  move  is  the  last  of  four  planned 
munds  of  bidding  for  the  management  of  thaM fond \& 

. ShMi  were  opened  up  for  placements  m interna- 
assets,  wtopri  Before  that,  the  fund  only  invested 

Valeria  Skold,  Oslo 


Bellcore  has  become  Telc<Htfia  Technologies.  And  the  stripes  of  today’s  communicallon  networks 
will  never  be  the  same.  We’re  creating  the  Next  Generation  Network  to  converge  voice  and  data 
technologies  and  open  amazing  capabilities  for  everyone,  everywhere.  We  started  it  Well  finish  it. 


Telcordia. 

Technologies 


Performance  from  Experience 


An  SAIC  Company 


wro.uiioordkLcoin  +1  -732-699-5800  in  Ihe  U S 1-800-521-2673  ©1999  TefconAa  Tedmotoo**  lnc 


. .’ -•  - ••••:*•.;  s-*---?-’. 


FINANCIAL  TIMES  THURSDAY  MARCH  1 1 1999 


ASIA-PACIFIC 


ISLAND  TENSIONS  ESTRADA  BACKS  AGREEMENT  ALLOWING  JOINT  MILITARY  EXERCISES  AFTER  CHINA  BUILDS  ON  REEF ^LSSftSSlH  fclllS 

Manila  urges  US  role  in  Spratly  dispute  Deloitte  man 


By  Peter  Montagnon  and 
Tony  Tassefl  hi  Manila 


Joseph  Estrada.  Philippine 
president,  called  yesterday 
for  closer  ties  with  the  US 
amid  growing  tensions  in 
the  South  China  Sea  over 
the  disputed  Spratly  Islands. 

Mr  Estrada  said  the  need 
for  Washington  to  hold  the 
balance  or  power  in  the 
region  had  been  reinforced 
since  the  “sudden"  construc- 
tion last  year  of  a large 
structure  by  China  in  Mis- 


chief Reef  in  the  Sprat! ys. 

His  call  came  as  Manila 
identified  newly  built  struc- 
tures in  a previously  undev- 
eloped part  of  the  Spratlys. 
which  has  been  claimed  by 
eight  countries.  Mr  Estrada 
is  also  battling  to  push  a 
controversial  agreement 
through  the  Philippine  Sen- 
ate which  would  allow  large- 
scale  joint  exercises  with  the 
US  on  Philippine  soil 

Although  described  by  one 
analyst  as  merely  a “collec- 
tive visa  arrangement",  the 


NEWS  DIGEST 


PARLIAMENTARY  APPROVAL 


Path  cleared  for  Thai 


privatisation  programme 


Thailand's  parliament  yesterday  gave  final  approval  to  a 
bill  to  make  it  easier  for  the  government  to  privatise  a host 
of  state-owned  companies.  The  bill  was  the  third  of  11 
significant  new  economic  laws  the  government  has  been 
able  to  push  through  the  country's  ponderous  parliamen- 
tary process. 

Final  approval  was  given  by  the  elected  lower  house  to 
an  amended  version  of  the  law  that  had  been  passed  by 
the  appointed  upper  house  after  being  initiated  by  the 
lower  house. 

The  privatisation  bill  allows  the  government  to  transform 
state  enterprises  controlled  directly  by  government  minis- 
tries into  limited-liability  companies,  dividing  their  capital 
value  into  shares.  These  shares,  or  a portion  of  them,  can 
then  be  sold  to  private  investors. 

Changes  made  by  the  Senate  include  taking  the  privati- 
sation process  out  of  the  hands  of  the  finance  ministry  and 
putting  it  under  the  control  of  the  prime  minister,  and 
stipulating  that  representatives  of  both  the  supervising 
ministries  and  state  enterprise  workers  sit  on  the  commit- 
tees that  will  design  the  privatisation  of  each  individual 
state  enterprise.  Ted  Bardaeke,  Bangkok 


STOCK  INDICES 


IFC  readmits  Malaysia 


The  International  Finance  Corporation,  a unit  of  the  World 
Bank,  has  readmitted  Malaysia  into  fits  indices  following 
the  relaxation  of  capital  controls  last  month.  Analysts 
expect  the  move  to  make  Malaysian  stocks  more  attractive 
to  foreign  investors. 

Malaysia  was  removed  from  the  IFC  and  other  interna- 
tionally followed  indices  after  it  imposed  capital  controls 
last  September  to  curb  the  flow  of  speculative  funds, 
which  were  blamed  for  fluctuations  in  the  stock  and  cur- 
rency markets. 

The  Malaysian  central  bank  says  there  are  signs  the 
country  would  be  reinstated  into  the  Morgan  Stanley  Capi- 
tal International  family  of  indices  soon.  Analysts  expect 
this  to  happen  within  fire  next  few  months-  In  February 
Malaysia  lifted  a one-year  moratorium  on  the  repatriation 
of  funds  invested  in  shares,  replacing  it  with  an  exit  tax  in 
a bid  to  woo  back  investors.  T.  J.  Tan,  Kuala  Lumpur 


INTERNET  IN  CHINA 


Gates  offers  cheap  access 


-—jjjggjjjrr Bill  Gates,  chairman  of 

Microsoft,  the  world's  big- 
gest  software  company, 
yesterday  unveiled  a new 
software  operating  system 
K-'--  * S that  will  allow  Chinese 

V access  to  the  internet 
-Mk  ^ through  their  televisions. 

71  rV ; “ ■ - . ■ * The  main  selling  point  of 

* ’ ' the  Venus  system  was  that 

•\n  - the  software  needed  for 

■«£  ;'  & television  access  to  the 

TRlS.,  - internet  can  be  loaded  into 

. ' JM  Vi-  .•  a single  box,  which  costs 

considerably  less  than  a 

nH  ' personal  computer.  A 

‘ M Microsoft  spokesman  esti- 
EjjUgft  mated  the  cost  of  the 

boxes  as  low  as  RMB1.500 
(Si  81),  against  RMB 10,000  for  a typical  personal  com- 
puter. 

The  boxes  could  accommodate  a video  compact  disc 
player,  a low-end  personal  computer  and  a web  browser, 
executives  said.  Microsoft's  software  product  for  the  Chi- 
nese market  are  expected  to  be  ready  for  release  at  the 
end  of  the  year. 

Companies  with  plans  to  roll  out  Venus  devices  included 
Taiwan's  Acer,  Philips  Consumer  Electronics  of  the 
Netherlands,  and  China's  Legend  Holdings  and  Stone 
Electronic  Technology  and  Haier  Group,  Microsoft  said. 

"Our  goal  is  very  aggressive  goal,  and  that  Is  to  intro- 
duce millions  and  millions  of  people  to  computers  and  to 
the  internet,"  Mr  Gates  said  at  a ceremony  in  the  southern 
city  of  Shenzhen.  James  Kynge,  Beijing 


INDONESIAN  VIOLENCE 


Police  fire  on  Ambon  rioters 


Indonesian  troops  fired  on  tens  of  thousands  of  rioters  in 
Ambon  city  yesterday,  killing  two  and  Injuring  at  least  50. 
Fighting  between  thousands  of  Christians  and  Moslems 
armed  with  Molotov  cocktails,  machetes  and  spears  broke 
out  in  the  morning  and  went  on  for  most  of  the  day  in  the 
city,  2,300km  east  of  Jakarta. 

Elsewhere  in  the  Indonesian  archipelago  Moslem  pro- 
testers again  marched  in  protest  at  the  military's  failure  to 
stem  the  violence  in  the  eastern  island.  In  Bandung, 

140km  south-east  of  Jakarta,  1 ,000  demonstrators  called 
for  a holy  war  and  the  resignation  of  armed  forces  chief 
General  Wiranto. 

The  latest  violence  came  as  the  World  Bank  warned  in  a 
report  that  political  uncertainty  could  delay  already  fragile 
prospects  for  an  economic  recovery.  Reuters,  Jakarta 


RAISE  YOUR 


accord  signed  in  February 
last  year  is  highly  controver- 
sial in  the  Philippines,  where 
memories  linger  over  the 
presence  of  US  bases  until 
their  1991  eviction  - enthusi- 
astically supported  by  Mr 
Estrada.  “Then  I was  fight- 
ing for  national  sovereignty. 
Now  I'm  fighting  for 
national  security,”  he  said  in 
an  interview  with  the  Finan- 
cial Times. 

“I  am  afraid  of  what  China 
Is  doing  there  in  the  Spratly 
Islands  in  Mischief  Reef.”  he 


said:  “It  Is  an  encroachment 
on  our  territory.  Under  the 
United  Nations  law,  the 
exclusive  economic  zone  of  a 
country  is  200  nautical  miles 
from  the  shoreline.  It  [Mis- 
chief Reef]  is  only  185  nauti- 
cal miles  from  our  shoreline 
while  the  nearest  Chinese 
island  is  more  than  600  miles 


away. 

Orlando  Mercado.  Philip- 
pine defence  secretary,  said 
it  was  still  not  clear  which  of 
the  claimants  was  behind 
the  new  structure  at  lizzie 


Webber  Reef  but  added  it 
was  further  indication  of  a 
“construction  boom"  in  the 
Spratlys. 

The  Philippines  is  now 
aiming  to  step  up  efforts  to 
resolve  the  dispute  with 
China  over  the  Mischief  Reef 
site,  according  to  Domingo 
Siazon.  the  veteran  Philip- 
pine foreign  affairs  secre- 
tary. He  said  the  country 
would  try'  to  raise  the  issue 
at  an  Asia- Europe  meeting 
later  this  month  in  Berlin. 
The  move,  however,  has 


attracted  fierce  opposition 
from  China,  which  has 
resisted  any  multilateral  dis- 
cussion of  the  Spratlys  issue. 

Mr  Siazon  said  Philippine 
pffrt  Chinese  would 

also  meet  later  this  month  as 
part  of  a “confidence- 
building exercise"  between 
the  countries.  He  said  the 
Philippines  would  continue 
to  seek  joint  use  of  the  Mis- 
chief Reef  area  with  China 
as  a way  of  resolving  the  dis- 
pute while  putting  the  Issue 
of  ownership  to  one  side. 


in  Thailand 


By  Ted  Bardaeke  In  Bangkok 
and  An  KeBy  In  London 


Currency  tremors  hit  'island  of  stability' 


China  is  under 
mounting  pressure 
to  devalue,  write 

James  Harding 
and  James  Kynge 


China 

Real  GDP  and  consumption  growth 
Annual  % change 


I ressures  are  mounting 
for  a devaluation  of  the 
renminbi.  China's  cur- 


rency. 

The  economy,  praised  by 
Robert  Rubin,  the  US  Trea- 
sury secretary,  last  year  as 
“an  island  of  stability”,  is 
looking  less  and  less  stable 
and  the  fate  of  the  currency 
has  for  the  first  time  been 
explicitly  linked  by  a senior 
official  to  overall  economic 
performance. 

The  no-de valuation  pledge, 
which  has  gradually  been 
watered  down  from  the 
immutable  commitment  in 
the  interests  of  Asian  recov- 
ery made  nearly  two  years 
ago,  is  now  being  expressed 
in  terms  of  Cbina's  chief 
domestic  priorities:  social 
stability  and  economic 
growth. 

The  outlook  for  the  econ- 
omy is  bleak.  Economists, 
both  Chinese  and  foreign, 
believe  that  China's  growth 
last  year  was  probably  sev- 
eral percentage  points  lower 
than  the  7.8  per  cent  offi- 
cially claimed. 

Exports  rose  by  just  0.5 
per  cent  in  1998.  down  from 
a 20.9  per  cent  climb  in  1997. 
In  the  past  few  months, 
exports  have  posted  sharp 
year-on-year  declines  and 
January's  trade  surplus  of 
$l.5bn  was  far  below  the 
$4bn  recorded  in  the  same 
month  a year  ago. 

Foreign  direct  investment 
last  year  was  put  at  $45.6bn 
but  officials  expect  inflows 
to  fall  off  sharply  this  year, 
perhaps  to  as  little  as  Si 5 bn. 

Two-thirds  of  all  China's 
important  manufactured 
goods  are  in  oversupply, 
price  deflation  has  run  into 
its  17th  month  and  con- 
sumer demand  is  described 
by  the  prime  minister,  Zhu 
Rongji,  as  “feeble"  despite 
repeated  interest  rate  cuts 
over  the  past  two  years. 

Loss-making  state  enter- 
prises are  slipping  deeper 
into  debt  and  are  generating 
millions  of  redundant  work- 
ers. According  to  respected 
Chinese  economists,  there 
are  more  than  1 00m  unem- 
ployed in  the  rural  hinter- 
land and  perhaps  another 
tens  of  millions  out  of  work 
in  the  cities. 

But  worse  than  all  this, 
none  of  the  strategies  China 
is  using  to  reinvigorate  the 
economy  appears  to  bold  out 
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A senior  partner  working  in 
the  Thai  office  of  accoun- 
tants Deloitte  Touche  Toh- 
maisu  was  shot  dead  yester- 
day in  an  apparent 
professional  assassination. 

Michael  I.  Wans  ley,  58,  a 
partner  with  the  firm  in  Aus- 
tralia based  in  Melbourne, 
was  sitting  in  a van  in  cen- 
tral Nakom  Sawan  province 
when  he  was  shot  between 
six  and  eight  times  by  a gun- 
man riding  pillion  oh  a 
motorcycle,  a common  tactic 
of  hired  killers  in  Thailand. 
The  other  three  people  in  the 
van,  all  Thais,  were  unhurt, 
police  said.  He  was  travel- 
ling to  visit  a sugar  company 
whose  court-supervised  debt 
restructuring  he  was 
appointed  to  oversee. 

Mr  Wansley  is  the  first  for- 
eign executive  to  be  mur- 
dered since  the  Asian  eco- 
nomic crisis  began  in 
Thailand,  where  violent  set-, 
tlements  to  business  dis- 
putes are  common.  The  kill- 
ing comes  as  anti-foreign, 
sentiment,  particularly  In 
relationship  to  bankruptcy 
and  insolvency.  Is  heating 
up  in  the  country  ahead  of  a 
crucial  vote  tomorrow  in  the 
Senate  on  a new  bankruptcy 
bill  that  would  give  creditors 
more  power  to  seize  Thai 
companies. 

“At  the  moment  it's  too 
early  to  come  to  a conclu- 
sion [about  the  motive  for 
the  shooting].  But  we  will 


promise  of  sustainable  suc- 
cess. 

Efforts  to  expand  con- 
sumer spending,  which 
accounts  for  around  50  per 
cent  of  gross  domestic  prod- 
uct. have  been  undermined 
by  the  pursuit  of  another  top 
policy  - the  reform  of  state 
industries.  Such  reforms 
slash  the  housing,  medical 
care  and  education  subsidies 
that  state  sector  employees 
have  enjoyed  for  decades. 
Redundancies  are  also  com- 


mon. 

Under  such  circumstances, 
many  people  are  reluctant  to 
spend,  even  if  interest  rates 
are  low.  economists  said. 

"It  will  be  very  difficult  to 
stimulate  consumer  demand 
this  year,"  said  Wang  Zhen- 
zhong,  a senior  economist  at 
the  Chinese  Academy  of 
Social  Sciences. 

Mr  Zhn  indicated  in  a 
speech  to  the  National 
People’s  Congress  (parlia- 
ment) last  week  that  such 
enterprise  reforms  would  not 
be  postponed.  He  said  lend- 
ing to  industries  troubled  by 
oversupply  should  be 
stopped.  Barring  a few 
exceptions,  no  new  indus- 
trial development  projects 
should  be  approved  in  1999. 

The  other  policy  used  to 
stimulate  growth,  a fiscal 
package  directed  mainly  at 
infrastructure  spending,  is 
also  compromised. 

For  one  thing,  the 
RMB  100 bn  ($l2.1bn)  infra- 
structure bond  issue 
launched  last  year  appears 
too  modest  - when  com- 
pared with  RMB 3, 3 54 bn  in 
total  industrial  output  last 


year  - to  proride  more  than 
a transient  fillip  to  a few 
industries. 

In  addition.  China's  ability 
to  issue  more  infrastructure 
bonds  this  year  and  beyond 
is  limited  by  a high  level  of 
national  debt  service 
charges.  Last  year.  50  per 
cent  of  money  raised 
through  sale  of  Treasury 
bonds  went  to  cover  costs  of 
existing  debt,  official  figures 
show. 

Even  if  China  does  decide 
to  issue  another  tranche  of 
infrastructure  bonds,  offi- 
cials said  this  cannot  be 
relied  upon  as  a long-term 
policy.  Much  of  the 
RMB150bn  budget  deficit  in 
1999,  up  57  per  cent  from  last 
year,  is  expected  to  be  chan- 
nelled towards  welfare  for 
laid-off  workers,  pay  rises  for 
public  servants  and  debt  ser- 
vice coverage,  rather  than 
for  infrastructure  spending. 


None  of  these  structural 
inadequacies,  however, 
signals  that  Beijing  is 
about  to  devalue,  only  that 
as  the  year  wears  on  the 
temptation  to  do  so  may 
intensify. 

“As  a last  resort,  the  gov- 
ernment could  consider 
devaluation  of  the  ren- 
minbi." said  a senior  official, 
who  declined  to  be  identi- 
fied. “But  this  would  be 
dependent  on  the  perfor- 
mance of  the  national  econ- 
omy and  on  the  situation 
with  social  stability." 

Rising  crime,  street  dem- 
onstrations and  riots  in 
parts  of  China  already  sug- 
gest that  economic  hardship 


is  biting.  If  concerns  over 
social  instability  grow,  so 
too  wil-  pressure  on  the 
exchange  rate. 

Tee  mair.  gain  from  deval- 
uing would  be  the  possibility 
improved  exports.  China 
would  also  become  cheaper 
for  farcies  investors,  some  of 
whom  are  currently  with- 
holding investments  because 
they  believe  Beijing  may 
devalue. 

Devaluation  would  also 
relax  the  pressures  on  core 
sectors  of  industry,  such  as 
siee!  and  shipbuilding, 
which  have  lost  not  only- 
overseas  sales  but  also 
domestic  business  to  Japa- 
nese and  Korean  rivals.  At 
the  same  time,  a weaker  cur- 
rency would  reduce  the 
incentives  that  drive  two  of 
the  most  common  illegal  eco- 
nomic activities:  smuggling 
in  cheap  foreign  goods  and 
leaking  out  billions  of  dol- 
lars in  hard  currency. 

But  the  disadvantages 
could  also  be  considerable. 

A devaluation  could  knock 
the  Hong  Kong  dollar  off  its 
peg  against  the  US  dollar, 
precipitating  a fall  in  asset 
and  stock  values  in  the  for- 
mer British  colony.  It  would 
increase  the  costs  of  servic- 
ing China's  foreign  debts, 
applying  more  pressure  to 
some  Chinese  companies 
with  domestic  currency  reve-  | 
nues  and  sizable  foreign  bor- 
rowings. 

It  could  also  trigger 
another  round  of  currency 
depreciations  in  the  Asian 
region,  thereby  negating  any 
trade  competitiveness  bene- 
fit that  may  have  been  won. 


China  increases 


brokers’  liquidity 


i By  James  Harding  m Beijing 


t China  will  allow  securities 
j brokerages  access  to  funds 
i from  the  interbank  market 
for  the  first  time  in  a move 
j to  boost  liquidity  in  the 
| stock  markets, 
j The  plans  to  open  a new 
source  of  funding  are 
intended  to  answer  the  con- 
cerns of  stockbrokers  after 
the  introduction  of  China's 
Securities  Law  cuts  off 
access  to  funds  held  in  client 
accounts. 

Zhou  Zhengqing,  chairman 
of  the  China  Securities  Regu- 
latory Commission  (CSRCj. 
was  quoted  yesterday  in  the 
Shanghai  Securities  News  as 
saying  that  the  decision  to 
open  the  interbank  market 
to  securities  bouses  was 
intended  to  enable  “broker- 
ages to  raise  funds  through 
normal  channels". 

The  Securities  Law,  which 
will  take  effect  from  July  1, 
requires  stock  brokerages  to 
place  client  funds  in  special 
accounts,  cutting  off  one  of 
the  funding  sources  that 
financed  brokerages  trading 
on  their  own  account 

The  measure  in  the  Securi- 
ties Law  is  intended  to  pro- 
tect individual  investors' 
funds,  but  the  securities 
industry  has  warned  that  it 
threatens  to  drain  China’s 


markets  of  liquidity  and  put 
further  downward  pressure 
on  domestic  Chinese  share 


prices. 

Securities  houses  in 
Shanghai  welcomed  the 
move  to  grant  them  access 
to  the  interbank  market, 
which  was  accompanied  by  a 
commitment  to  prolong 
interbank  market  opening 
hours  to  cover  brokerage 
demand. 

Yan  Yunlong.  general 
manager  of  the  trading 
department  of  China  Guotai 
Securities,  one  of  the  coun- 
try’s largest  brokerage 
houses,  said:  “The  opening 
of  the  interbank  market  will 
greatly  help  brokerages  to 
obtain  the  funds  necessary 
for  their  operations." 

Separately,  several  former 
officials  at  Guangdong  Inter- 
national Trust  and  Invest- 
ment Corporation  (Gitic).  the 
indebted  fund-raising  arm  of 
the  Guangdong  provincial 
government  that  filed  for 
bankruptcy  earlier  this  year, 
are  being  investigated  for 
corruption. 

Wang  Qishan,  the  execu- 
tive vice-governor  of  Guang- 
dong. was  quoted  in  a finan- 
cial magazine  as  saying  that 
"some  high-level  managers 
are  under  legal  investiga- 
tion”. They  were  not  identi- 
fied. 


Hong  Kong  sees  some  benefits  in  deflation 


By  Rahul  Jacobs  in  Hong  Kong 


Walk  through  the  shopping 
malls  in  Hong  Kong’s  busi- 
ness district  and  you  meet  a 
blizzard  of  signs  announcing 
“Final  Sale:  Up  to  80%  off". 
Even  so,  there  are  no  buyers. 
One  afternoon,  the  action 
was  so  lacking  in  one  store 
tbat  the  lone  saleswoman 
might  have  been  mistaken 
for  a shop  dummy. 

The  same  symptoms  can 
be  seen  on  the  real  estate 
market.  Renu  Budhrani, 
director  of  the  residential 
department  with  the  prop- 
erty consultancy  Chesterton 
Petty,  reports  that  multina- 
tionals in  the  city  are  asking 
for,  and  getting,  20-30  per 
cent  rent  cuts. 

"Companies  across  the 
board  have  cut  budgets. 
Despite  that,  their  staff  are 
getting  more  for  less.  Instead 
of  downgrading,  they  are 
upgrading,"  she  says.  Ms 


Budhrani  recently  showed 
clients  a 1,900  sq  ft  apart- 
ment with  “unobstructed  sea 
views"  renting  for  HKS80.000 
(US$10,300)  per  month  a year 
ago.  Today,  it  fetches  some 
HK$60,000. 

A deflating  property  bub- 
ble, the  resulting  collapse  in 
domestic  demand  and  weak 
Import  prices  have  put  Hong 
Kong  on  course  for  deflation 
of  minus  2 per  cent  this 
year.  Consumer  prices 
declined  1.1  per  cent  in  Janu- 
ary, the  government 
announced  last  month. 

In  an  attempt  to  boost 
domestic  demand,  it  recently 
said  tbat  it  would  issue  a 10 
per  cent  rebate  to  individu- 
als and  companies  on  taxes 
they  bad  paid  in  1997-98. 

But  a bout  of  deflation  is 
not  all  bad  news  for  Hong 
Kong.  Its  fixed  exchange  rate 
means  that  prices  need  to 
adjust  to  keep  Hong  Kong 
competitive.  That  would  be 


welcome  at  a time  when  its 
high  costs  have  seemed  even 
more  conspicuous  because 
the  currencies  of  many  other 
Asian  countries  have  depre- 
dated significantly. 

“This  is  a blessing  in  dis- 
guise," says  Rafael  Hui, 
Hong  Kong's  secretary  for 
financial  services.  It  is  also  a 
huge  departure  from  Hong 
Kong's  inflationary  past. 
Through  the  first  half  of  the 
1990s,  inflation  hovered 
around  9 per  cent,  making  it 
one  of  the  world's  costliest 
cities  and  driving  its  obses- 
sion with  real  estate. 

Hong  Kong’s  currency  peg 
to  the  US  dollar  meant  that 
interest  rates  closely  fol- 
lowed those  of  the  US  even 
though  inflation  locally  was 
higher. 

“In  an  era  of  negative  real 
interest  rates,  you  had  to 
buy  property  just  to  keep 
up,"  says  Martin  Tacon,  an 
analyst  with  C-S  First  Bos- 


ton. Now,  the  opposite  is 
happening.  High  real  inter- 
est rates  and  a lack  of  confi- 
dence in  the  property  mar- 
ket have  led  so  many  people 
to  put  their  money  into  bank 
deposits  tbat  banks  are 
awash  with  excess  liquidity. 

The  negative  wealth  effect 
that  followed  the  bursting  of 
the  asset  bubble  in  the  latter 
half  of  1997  has  come  as  a 
shock  to  retailers,  who  have 
faced  months  of  double-digit 
sales  falls. 

Clothing  and  footwear 
prices  plunged  15.5  per  cent 
in  January.  Companies  lose 
their  pricing  power  in  a 
deflationary  environment, 
but  they  in  turn  can  cut  sal- 
aries and  rents. 

Giordano,  a large  casual 
clothes  retailer  based  in 
Hong  Kong,  has  cut  the 
rental  bill  for  its  53  stores  in 
the  city  by  HKSISm  last  year 
and  HK£2Sm  this  year,  and 
frozen  wages. 


A glut  in  office  space  in 
Central,  the  city's  prime 
business  district  favoured  by 
multinationals,  has  poshed 
office  rents  down  by  40-50 
per  cent  from  a 1997  peak. 

Factor  in  the  allowances 
now  routinely  on  offer,  and 
rents  in  Hong  Kong's  central 
business  district  are  lower 
than  for  equivalent  property 
in  Singapore  in  US  dollar 
terms.  Brooke  International, 
the  property  consultancy, 
says. 

Wages  have  also  been 
affected  by  the  deflationary 
spiral,  but  they  are  not  fall- 
ing fast  enough.  Many  com- 
panies have  cut  the  one- 
month  bonus  distributed  at 
the  Lunar  New  Year  this 
month. 

Victor  Fung,  chairman  of 
Prudential  Asia,  says  that  In 
previous  downturns,  Hong 
Kang's  labour  costs  adjusted 
quickly  because  its  many 
manufacturing  workers  were 


paid  by  the  piece.  “In  this 
recession,  there  is  more 
stickiness,  because  a lot  of 
people  work  in  expensive 
service-sector  jobs." 

Still,  some  local  econo- 
mists argue  that  wage  cuts 
at  Hong  Kong’s  small  and 
medium-sized  companies 
amount  to  a cut  in  labour 
costs  of  nearly  15  per  cent 
“There's  not  just  asset  defla- 
tion. There's  also  wage  defla- 
tion. but  Hong  Kong's  wage 
cuts  don't  hit  the  headlines," 
says  Dong  Tao,  an  economist 
with  CS  First  Boston. 

A survey  by  Watson 
Wyatt,  the  consulting  firm, 
found  that  a quarter  of  the 
city's  large  employers  say 
they  have  frozen  wages  in 
1999. 

That  may  be  good  news  for 
Hong  Kong  in  the  long  term, 
but  as  deflation  becomes  so 
much  a part  of  the  daily 
drama,  it  may  take  longer 
for  the  economy  to  rebound. 
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look  closely  to  see  if.  there 
was  a business  conflict.  Ifs 
possible  some  people  felt 
threatened  by  the  restructur- 
ing,” a regional  police 
spokesman  told  Reuters. 

News  of  the  killing  threw 
Bangkok’s  foreign  consult- 
ing conununity.  recently  bol- 
stered by  the  arrival  of 
scores  of  restructuring 
experts  and  forensic  accoun- 
tants. into  confusion.  The 
firm’s  partners  are  assem- 
bling in  Bangkok  to  discuss 
the  situation. 

Mr  Wansley  was  assigned 
by  creditor  banks  to  plan  the 
restructuring  of  three 
related  sugar  mill  companies 
owned  by  the  Siriviriyakul 
family  They  have  a com- 
bined debt  of  about  $450X0 
which  is  Ln  arrears. 

hi  a January  interview,  Mr 
Wansley  said  the  likely 
option  for  the  mills  was  to 
find  a new  investor  to  pump 
in  capital  - Australian  sugar 
refiners,  among  others,  have 
been  looking  at  acquisitions . 
in  Thailand  - a move  wiuch 
he  recognised  would  lead  to 
existing  shareholders  seeing 
their  holdings  reduced  con- 
siderably - A final  restructur- 
ing plan  was  due  to  be  pres- 
ented to  the  court  in'  mid 
ApriL 

In  recent  days  senior  mem- 
bers of  Thailand's  political 
establishment  have  made 
violent  comments  about  for- 
eigners and  their  attempts  to 
acquire  Thai  companies  via 
strengthened  bankruptcy 
laws. 
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Amateur  web 
trading  rise 
worries  US 


REPUBLICAN  RACE  CANDIDATE  TAKES  EXPLORATORY  STEP  IN  BATTLE  FOR  PRESIDENCY  BLIT  NOW  MUST  FACE  A WITHERING  SCRUTINY 

Dole  offers  a break  with  tradition 


Efcrabetti  Dote  stirring  ReptAlican  hearts  AP 


By  Louise  Kehoe 
in  San  Francisco 


The  growth  of  “day  trading" 
via  brokerage  web  sites  - 
which  is  fast  becoming  a 
popular  hobby  among  inter- 
net users  in  the  us  - is  rais- 
ing increased  concerns 
among  US  regulators  and 
lawmakers. 

California's  state  Senate 
Finance,  Investment  and 
International  Trade  Commit- 
tee yesterday  became  the  lat- 
est government  body  to  take 
up  the  issue  with  hearings 
focused  on  the  growth  of 
online  trading  and  concerns 
about  consumer  protection. 

The  California  hearings 
come  as  the  state  of  New 
York  is  investigating  E 
Trade,  one  of  the  largest 
online  brokerages,  for  a 
series  of  service  disruptions 
last  month.  New  York  has 
also  created  a task  force  to 
probe  a broad  range  of  inter- 
net consumer  problems. 

The  National  Association 
of  Securities  Dealers,  which 
has  expressed  concerns 
about  whether  consumers 
fully  appreciate  the  risks  of 
rapidly  purchasing  and  sell- 
ing stocks,  was  due  to  testily 
at  the  hearings  in  Sacra- 
mento yesterday. 

Among  the  issues  worry- 
ing regulators  and  law- 
makers is  the  promotion  of 
day  trading  as  a route  to 
quick  profits  by  some  online 
brokerages. 

Web  sites  that  enable 
users  to  buy  and  sell  stocks 
for  just  a few  dollars  per 
trade  have  spawned  the  phe- 
nomenon of  amateur  day 
traders,  who  typically  spend 
several  hours  a day  online. 
Many  know  little  about  the 
companies  whose  stocks 


they  trade,  but  simply  trade 
on  movements  in  stock 
prices. 

California's  Department  of 
Corporations  was  expected 
to  warn  state  lawmakers 
yesterday  that  some  online 
brokerages  are  encouraging 
consumers  by  offering 
instructions  on  how  to 
engage  in  day  trading,  with- 
out warning  about  the  finan- 
cial risks. 

Last  month  similar  issues 
were  raised  by  four  US 
Congressmen,  who  asked  the 
Securities  and  Exchange 
Commission  to  investigate. 

“We  are  concerned  about 
the  capacity  and  other  opera- 
tional problems  afflicting 
online  trading  systems  and 
the  adequacy  of  investor 
education  and  risk  disclo- 
sures with  respect  to  online 
trading,"  the  congressmen 
wrote. 

Representatives  John  Din- 
gell,  Ron  Klink,  Ed  Markey 
and  Edoiphus  Towns  said 
the  Senate  permanent  sub- 
committee on  investigations 
might  bold  a hearing  on 
online  trading. 

Arthur  Levitt,  chairman  of 
the  SEC,  has  also  warned 
consumers  about  the  risks  of 
online  trading. 

“Online  investors  should 
remember  that  it  is  just  as 
easy,  if  not  more  so.  to  lose 
money  through  the  click  of  a 
button  as  it  is  to  make  it.” 
Mr  Levitt  said  in  a statement 
released  in  January. 

The  SEC  says  by  the  end 
of  this  year  as  many  as  ldm 
investors  will  be  using 
online  Investment  web  sites. 
Trades  through  online  bro- 
kerage accounts  already 
make  up  about  a quarter  of 
all  retail  stock  transactions 
in  the  US. 


By  Gerard  Baker  in  Washington 


In  the  topsy-turvy  world  of 
today's  Republican  presiden- 
tial politics,  an  inverse  rela- 
tionship seems  to  operate 
between  the  amount  of  cam- 
paigning effort  put  in  by 
candidates  and  their  stand- 
ing in  the  opinion  polls. 

George  W.  Bush,  the  gov- 
ernor of  Texas,  who  until 
last  week  had  cheerfully 
dodged  questions  about 
whether  he  even  planned  a 
presidential  attempt,  has 
been  out  in  front  for  nearly 
two  years  and  is  the  firm 

favourite  for  the  party's 
nomination  for  next  year's 
election. 

At  the  other  extreme. 
Lamar  Alexander,  one-time 
governor  of  Tennessee,  who 
formally  opened  his  second 
shot  at  the  nomination  this 
week,  has  been  in  a more*  or 
less  continuous  campaign 
for  rhe  past  six  years,  yet 
few  polls  give  him  more  than 
6 per  cent  of  the  vote. 

Elizabeth  Dole,  who 
announced  yesterday  she 
was  joining  the  thickening 
ranks  of  Republican  hopefuls 
by  forming  a "presidential 
exploratory  committee",  fits 
the  pattern  neatly. 

Two  monrhs  ago.  she 
began  dipping  a toe  in  the 
electoral  waters,  yet  polls 
suggest  she  is  already  the 
clear  challenger  to  Mr  Bush, 
well  ahead  of  the  other  half- 
dozen  candidates. 

Behind  Mrs  Dole's  strong 
showing  so  far  lie  two  main 


By  Geoff  Dyer  in  Brasilia 


Brazil  hopes  to  return  to 
international  capital  mar- 
kets in  April  once  the  board 
of  the  International  Mone- 
tary Fund  has  approved  a 
S9.2bn  tranche  of  ioans  to 
the  country,  according  to 
Arminio  Fraga.  the  central 
bank's  new  president. 

Mr  Fraga  trill  be  in  New 
York  today  at  the  start  of  a 
week  of  meet  ins  with  inter- 
national financial  institu- 
tions. in  an  attempt  to  per- 
suade them  to  extend  new 


factors:  her  name  and  gen- 
der. The  wife  of  Bob  Dole. 
1996  Republican  nominee, 
her  family  connections,  like 
those  of  Mr  Bush,  give  her 
that  elusive  advantage  in  the 
early  stages  of  a presidential 
race:  name  recognition. 

Better  still,  in  a Republi- 
can party  which  seems  to 
have  gone  out  of  its  way  in 
the  past  few  years  to  alien- 
ate female  voters,  she  offers 
the  tantalising  prospect  of 
the  first  woman  president  in 
the  country's  history. 

Put  another  way,  her 
emergence  gives  Republi- 
cans an  intriguing  opportu- 
nity both  to  follow  past  form 
in  anointing  a member  of 
the  high  political  establish- 
ment and  at  the  same  time, 
break  dramatically  with  tra- 
dition in  picking  the  ulti- 
mate outsider  in  a male-dom- 
inated party. 

While  that  prospect  may 
have  served  her  well  in  the 
phony  war  to  date,  she  will 
now  start  to  face  the  scru- 
tiny that  has  withered  many 
a good  candidate  before  her. 

Since  she  stepped  down 
from  the  presidency  of  the 
American  Red  Cross  in  Janu- 
ary. she  bas  been  product- 
testing  a putative  campaign 
theme  in  Iowa  and  New 
Hampshire,  where  the  first 
two  contests  of  the  primary 
season  will  take  place  next 
February. 

At  a supposedly  non-politi- 
cal event  in  Ames.  Iowa,  last 
month,  she  outlined  that 
theme.  A large  crowd  of 


credits  to  the  country. 

He  will  also  be  explaining 
the  details  of  the  new  agree- 
ment with  the  IMF  signed  on 
Monday,  which  the  govern- 
ment hopes  will  repair  credi- 
bility battered  during  the 
recent  currency  crisis. 

“We  plan  to  do  something 
alter  the  end  of  the  month, 
once  the  next  tranche  had 
been  disbursed,"  said  Mr 
Fraga.  in  an  interview  yes- 
terday. “We  will  take  a seri- 
ous look  in  April." 

Although  size  and  timing 
of  any  bond  issue  would 


about  2,000  braved  bitter 
weather  to  hear  her  lecture 
to  the  state  university's  cen- 
tre for  women  in  politics. 

It  was  an  appropriate  set- 
ting. Like  Mr  Bush,  Mrs  Dole 


depend  on  market  condi- 
tions. he  said  the  central 
bank  was  looking  at  a num- 
ber of  ideas  including  a 
global  bond  issue  and  a dual- 
currency  bond,  which  would 
be  denominated  In  Brazilian 
Reals  but  which  would  offer 
a minimum  return  in  dol- 
lars. 

The  government  had  ruled 
out  the  use  of  a guarantee 
from  an  international  insti- 
tution, such  as  the  World 
Bank,  to  launch  a sovereign 
bond  issue,  he  said,  but  such 
guarantees  could  be  used  to 


been  lacking  in  conservative 
Republican  politics. 

In  Mr  Bush's  case,  that 
means  saying  positive  things 


help  private  sector  borrow- 
ers return  to  the  market 

Mr  Fraga  admitted  that 
inflation  resulting  from  the 
devaluation  would  create  a 
fiscal  benefit  equivalent  to 
0.5  per  cent  of  gross  domes- 
tic product  by  reducing  the 
real  level  of  spending.  How- 
ever the  recession  provoked 
by  the  currency  crisis  would 
reduce  revenues,  he  said. 

The  central  bank  was 
developing  the  policy  frame- 
work for  an  inflation  target 
which  would  be  announced 
in  three  months’  time  and 


hostile  to  ambitious  and 
independent  women. 

She  has  mastered  a public 
style  of  campaigning  best 
described  as  “studied  infor- 
mality". Her  folksy  southern 
drawl  (“How  very  kind  of 
you"  becomes  “How  vairy 
kaand  of  yew”)  punctuated 


would  use  a consumer  price 
index,  he  said. 

Until  then  the  bank  would 
use  the  growth  in  the  mone- 
tary base  to  guide  interest 
rate  policy. 

The  government  won  an 
important  victory  in  Con- 
gress early  yesterday  morn- 
ing when  the  lower  house 
voted  in  favour  of  the  exten- 
sion and  increase  of  a tax  on 
financial  transactions. 

The  tax.  the  last  part  of 
the  R$28bn  <$14.1bn)  in  bud- 
get cuts  which  were 
announced  in  November,  is 


by  girlish  giggles,  goes  down 
well  with  the  friendly  mid- 
westerners. 

Her  direct  Interpersonal 
manner  needs  work.  In  the 
company  of  real  people  she 
seems  a kind  of  cross 
between  Margaret  Thatcher 
and  Al  Gore.  But  the  mes- 
sage is  clearly  conservative 
- a long,  pained  yearning  for 
better  days  past 

“This  country,  which  has 
come  so  far.  has  lost  so 
much.”  she  tells  her  audi- 
ence, bemoaning  the  lack  of 
individual  responsibility 
which  she  says  has  produced 
drug  abuse,  crime,  declining 
educational  standards  and  a 
“pornographic  culture”. 

The  message  is  clearly 
intended  to  blunt  the  Demo- 
crats’ claim  that  under  Presi- 
dent Bill  Clinton,  the  coun- 
try has  achieved 
unparalleled  prosperity,  and 
at  the  same  time  draw 
oblique  attention  to  the 
moral  Haws  that  have  been 
much  on  display  in  the 
White  House  in  the  past  year 
or  two. 

Yet  the  country  has  heard 
it  before  - from  her  own 
husband,  in  fact,  four  years 
ago,  caricatured  at  the  time 
as  a “campaign  for  a better 
yesterday”. 

It  did  not  seem  to  work 
then,  and  with  the  economy 
in  better  shape  today,  drug 
abuse  and  crime  falling.  Mrs 
Dole  will  have  to  work  hard 
to  convince  Republicans  that 
it  will  work  any  better  in  the. 
year  2000. 


expected  to  raise  R$8bn  this 
year. 

The  lower  house,  which 
has  to  vote  again  on  the  tax,  - 
was  voting  yesterday  on  a 
number  of  amendmeots  to. 
the  bill,  one  of  which  could 
significantly  reduce  its 
impact 

The  currency  continued  to 
strengthen  yesterday  as 
investors  reacted  positively 
to  the  new  IMF  deal.  By  mid- 
afternoon,  the  Real  was  trad- 
ing at  R$l  .87  to  the  dollar, 
an  appreciation  of  6 per  cent 
over  the  last  two  days. 


On  the  web  today 

• Mexico  abuzz  at  prospect  of  election’s  unlikely 
bedfellows  • Chile  cuts  rates  again  • Washington's 
big  spenders  ponder  financial  balancing  act  once  again 
http://www.ft.com/americas 


about  ethnic  minorities  and 
women.  In  Mrs  Dole’s  case, 
is  trying  to  marry  her  it  means  pointing  to  her  own 
instinctive  conservatism  to  successful  career  to  demon- 
an  inclusiveness  that  has  strate  that  the  party  is  not 


Brazil  eyes  April  return  to  capital  markets 


ING  has  found  a way  to  streamline  international  cash  management. 
Euro  Navigator  is  a unique  combination  of  products,  services  and  consultation 
that  gives  you  direct  electronic  access  to  national  payment  systems  throughout 
Europe  i including  Central  and  Eastern  Europe).  Its  available  exclusively  via  the 
following  ING  companies:  BBL.  ING  Bank,  fNG  Barings  and  Bank  Mendes  Gaos. 


Euro  Navigator  is  a last,  efficient  and  cost-effective  means  of  managing  your 
finances.  In  fact,  it  lets  you  handle  all  of  your  European  cash  activities  from  a 
single  point.  Which  means,  regardless  of  currency  or  destination,  you  can  save 


time  and  money  when  transferring  funds. 

And  optimise  your  earnings  with  the 
added  control  you  enjoy  over  your  cash 
flow.  Wherever  your  company's  financial  course  leads,  Euro  Navigator 
keeps  you  in  complete  command.  To  find  out  more  about  this  unique  tool 
for  international  cash  management,  send  an  e-mail  to  icm@mail.ing.nl 


THE  BEST-CONNECTED  SOLUTION  IN 
INTERNATIONAL  CASH  MANAGEMENT. 


Trademark  for  integrated  finance. 
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INTERNATIONAL 


Emerging  markets  ‘pose  hidden  risks’ 


By  ABscn  Maitland  in  London 


Multinational  companies  lost 
more  than  £15bn  (S24m)  last 
year  by  ignoring  or  under- 
estimating corruption, 
bureaucracy,  organised 
crime  and  other  nan-conven- 
tional risks  in  emerging  mar- 
kets, according  to  a report  to 
be  published  this  week. 

Merchant  International 
Group  (MIG).  the  UK-based 
risk  consultancy  that  wrote 
the  report,  says  the  losses 
equate  to  an  average  3 to  10 
per  cent  erosion  of 
companies'  expected  returns 
from  foreign  direct  invest- 
ment. 

The  figure  is  based  on 
responses  from  7,500  multi- 


national companies  based  In 
the  UK.  continental  Europe. 
Scandinavia  and  the  US. 
According  to  the  MIG 
research.  84  per  cent  of 
operations  initiated  in 
emerging  markets  in  the 
past  three  years  have  not 
met  financial  targets.  Of 
these,  26  per  cent,  have 
failed. 

MIG  attributes  25  per  cent 
of  the  £labn-plus  losses  to 
bureaucratic  delays  and  dif- 
ferences in  business  meth- 
ods. 25  per  cent  to  bribery 
and  cronyism  and  25  per 
cent  to  organised  crime, 
extremism  or  terrorism. 

A further  15  per  cent  is 
put  down  to  poor  selection  of 
business  partners  and  10  per 


cent  to  unfair  competition. 

Relying  on  traditional  risk 
analysis  from  banks  and 
credit  rating  agencies  is  no 
longer  enough,  the  report 
says.  “Companies  ignore  the 
less  fashionable  exotic  sub- 
jects such  as  culture,  nation- 
alism and  religion  at  their 
cost" 

Many  of  these  “grey  area" 
risks  are  .increasing,  says 
Stuart  Poole-Robb,  the  con- 
sultancy's chief  executive. 
The  real  cost  of  crime  and 
terrorism  was  estimated  at 
nearly  £lbn  last  year,  a 20 
per  cent  increase  on  the  pre- 
vious year,  as  companies 
spent  more  protecting  their 
interests  or  failed  to  achieve 
projected  revenues. 


Organised  crime  win  pose 
a greater  threat  as  it 
becomes  more  sophisticated, 
the  report  says. 

“With  over  4,000  individual 
groups  of  all  nationalities, 
losses  can  be  expected  to  be 
significant  if  the  corporate 
eye  chooses  to  ignore  this 
issue." 

Other  growing  problems 
include  business  cronyism, 
particularly  prevalent  in 
Asia,  and  fraud. 

"Many  company  directors 
don't  have  a clear  idea  of 
what  is  going  on  in  their 
overseas  markets,"  says  the 
report. 

“A  significant  number  of 
companies,  prior  to  the  erup- 
tion of  the  Asian  financial 


crisis,  steadfastly  continued 
to  deny  to  their  own  head- 
quarters that  a crisis 
existed." 

Identifying  and  evaluating 
hidden  risks  facing  invest- 
ments will  need  to  become 
more  sophisticated,  it  says. 
"Companies  (shareholders) 
will  not  be  able  to  afford  or 
countenance  the  losses 
recorded  here  this 
year." 

For  a second  year.  Pakis- 
tan heads  the  MIG  league  of 
riskiest  countries  for  UK 
multinationals.  Indonesia 
rises  from  third  to  second 
place  and  Russia  from  fourth 
to  third. 

Mexico  carries  the  greatest 
risks  for  US  multinationals. 


followed  by  Russia  and 
China. 

Mr  Poole-Robb  expects  sig- 
nificant improvements  .in  the 
next  year  in  Thailand.  Mal- 
aysia and  the  Philippines, 
but  believes  Indonesia, 
Japan  and  China  will  take 
longer  to  recover. 

Eastern  Europe,  particu- 
larly Russia,  is  faltering  and 
Africa  and  the  Middle  East 
are  “very  worrying’’,  he. 
says. 

In  Latin  America,  he  sees 
Argentina,  Brazil  and  Chile 
as  markets  with  promise, 
despite  the  fallout  from  the 
Real's  problems. 


Costs  of  trouble  abroad. 
Page  22 


Algerian  regime’s  man  runs 
on  the  reconciliation  ticket 

Roula  Khalaf  on  the  presidential  frontrunner  who  wants  to  bring 
peace  to  a bitterly  divided  country 


Abdelaziz  Bouteflika, 
leading  contender  in 
Algeria's  presidential 
elections,  broke  his  silence 
yesterday  to  portray  himself 
as  a man  seeking  to 
reconcile  the  army,  the 
Islamists  and  the  secular 
society. 

In  his  first  interview’  dur- 
ing the  campaign,  the  man 
seen  as  the  army’s  candidate 
in  the  April  Id  elections  said 
that,  as  president,  he  would 
open  a dialogue  with  anyone 
who  could  contribute  to 
resolving  the  Algerian  crisis. 
He  did  not  exclude  former 
representatives  of  tbe  ban- 
ned Islamic  Salvation  Front 
(FIS),  the  party  which  had 
been  poised  to  win  the  1992 
elections  cancelled  by  the 
army. 

“Algeria  today  needs  every 
citizen  who  believes  in 
peaceful  pluralism."  he  said. 
“Algeria  belongs  to  all  Alge- 
rians regardless  of  their 
political  programme,  inclina- 
tion or  ideology  as  long  as 
they  abide  by  the  principles 
of  the  constitution  and  the 
laws  of  the  republic." 

Mr  Bouteflika,  62.  was  for- 
eign minister  in  the  Boume- 
dienne  regime  of  the  1960s 
and  1970s.  He  was  nominated 


as  candidate  for  the  presi- 
dency by  the  National  Liber- 
ation Front  (FLN),  the  for- 
mer ruling  party.  He  has 
also  won  the  support  of 
another  pro-regime  party, 
and  that  of  a small  legal 
Islamist  party. 

But  his  candidacy  has 
been  highly  controversial. 
Public  support  from  some 
powerful  retired  generals 
fuelled  suspicions  that  his 
election  was  being  stage- 
managed.  Following  loud 
criticism  of  Mr  Bouteflika  in 
recent  weeks  and  splits  in 
two  of  the  parties  backing 
him,  divisions  began  also  to 
emerge  within  the  army  over 
his  candidacy. 

Mr  Bouteflika  insists  he  is 
his  own  man  but  that  he 
wants  the  support  of  institu- 
tions such  as  the  military, 
political  parties  and  civil 
society  in  an  effort  to  win 
the  trust  of  both  the 
Algerian  people  and  the 
army. 

He  revealed  that  in  1994, 
the  army  had  called  on  him 
to  assume  the  presidency, 
but  that  he  had  declined 
because  all  his  conditions 
were  not  met. 

For  Algeria’s  rulers,  Mr 
Bouteflika  is  a safer  pair  of 


hands  than  other  ranriidatp* 

and  a smooth  diplomat  who 
might  improve  the  country's 
tarnished  image  abroad. 

He  made  no  secret  that  he 
shared  many  of  the  army's 
policies.  He  said  the  most 
pressing  issue  would  remain 
the  fight  against  “terrorism 
and  viole”  but  without 
“weakness  or  excess." 

While  many  in  the  opposi- 
tion believe  that  ending 
Algeria’s  crisis  requires  a 
gradual  return  of  the  army 
to  barracks,  Mr  Bouteflika 
sees  the  military  establish- 
ment today  as  playing  a key 
role  in  efforts  in  national 
reconciliation.  The  army,  he 
said,  should  be  credited  far 
holding  the  country 
together,  and  as  “the  engine 
for  the  promotion  of  a 
nascent  democratic  culture." 

His  approach  is  first  a dose 
of  realism,  manifested  by  his 
description  of  the  crisis 
which  the  government  has 
tried  to  understate  as  a 
“national  catastrophe".  He 
also  believes  that  the 
regime's  restoring  of  parlia- 
ment and  municipal  councils 
in  recent  years  could  not 
alone  return  Algeria  to 
peace. 

“Society  has  been  so  trau- 


Abdetazfz  Bouteffika:  ready  for  dialogue  with  anyone  who  can  help  end  Algeria's  agony 


matised  and  tom  apart  that 
new  institutions  alone,  how- 
ever necessary,  are  not 
enough  to  reconcile  the 
country  with  itself,”  he  said. 
“For  this,  trust  must  be  re- 
established between  the 
people  and  the  new  institu- 
tions." 

How  would  he  try  to  re-es- 
tablish this  trust?  A broader 
dialogue  will  certainly  not 
mean  rehabilitating  the  FIS. 
But  it  could  lead  to  talks 
with  individual  leaders  or 
members  who  can  influence 
extremist  armed  groups. 

Mr  Bouteflika  would  also 
Introduce  measures  to  pro- 
mote reconciliation  and  for- 
giveness. He  praised  for 
example  a recent  govern- 


ment decree  promising  to 
indemnify  families  of  vic- 
tims of  terrorism  as  well  as 
relatives  of  people  wbo  have 
disappeared  after  being 
taken  by  security  forces. 

“The  problems  are  diffi- 
cult. They  are  complex.  They 
are  tragic.  But  a national 
solution  exists.  It  must  be 
found,  by  the  support  of 
some,  the  contribution  of 
others  and  the  generosity  of 
the  entire  population."  he 
said. 

Restoring  confidence  in 
the  economy  and  creating 
jobs  at  a time  when  social 
pressures  are  intensifying  - 
and  the  price  of  oil  and  gas 
on  which  Algeria  depends  is 
in  collapse  - are  an  essential 


part  of  the  solution  to  Alger- 
ia's crisis. 

Mr  Bouteflika  spoke  of  the 
need  to  diversify  the  econ- 
omy. He  said  changes  were 
needed  in  the  banking  and 
financial  sectors  and  to 
streamline  the  legal  system 
and  the  bureaucracy. 

To  have  a chance  to  work 
for  national  reconciliation. 
Mr  Bouteflika  has  his  work 
cut  out  in  coming  weeks. 
While  trying  to  create  a 
stronger  base  within  the 
regime,  he  also  has  to  alter 
the  perception  that  he  is 
being  imposed  from  the  top 
and  win  the  mist  of  a large 
section  of  the  population  in 
a credible  election. 


NEWS  DIGEST 


GAZA  PROTESTS 


Palestinian  police  shoot  t 
dead  two  teenagers 

patestinibn  police  yesterday  shot  dead  two  teenagereJq- : 

yg  following  widespread  protests  against  a death  sar*-^.  ; 
twice  imposed  by  a military  court  on  a seamty  agent  mjjffj.: 
was  allegedly  a menfoer  of  the  opposition  Hamas  isiamtet . 

movement  - _ ■ : • - 

• The  protests  in  Rafah,  dose  to  the  Egyptian  border,,  j ... 
. were  some  of  the  most  spontaneous  and  vociferous  solar, 
against  the  police  forces  as  well  as  against  Yassir  Arafat;.:  - 
president  of  the  Palestinian  Authority,  who  can  confirm  «:• ; 
commute  the  death  penalty.  Three  executions  fay  firing ^ ■■■ 
, . scpiad  have  been  carried  out  in  the  past  year  in  Gaza- 
- According  to  Palestinian  human  rights  groups,  the  ptor /;:  J 
tests  also  signalled  growing  opposition  to  the  power  of  toe  , 
dozen  or  so  Palestinian  police  forces.  They  said  Mr  Arafat 
had  used  them  to  play  off  against  each  other  .and  Keep.  >. 
each  of  them  In  check,  white  at  the  same  time  he  usecT 
them  to  snuff  out  any  opposition. 

The  crowds  threw  bottles  aid  stones  at  the  pooce,  rentf- 
niscent  of  the  days  of  the  Intifada,  or  Palestinian  uprising 
against  Israel  In  the  late  1980s.  During  a funeral  of  oneof 
the  teenagers,  they  shouted:  “Arafat,  keep  your  dogs 
away.”.  Judy  Dempsey,  Jerusalem 

FUNDS  PLEDGED  : | ; 

UK  backing  for  Nigeria 

Britain  yesterday  offered  cautious  support  for  Nigeria's..-; . 
incoming  elected  government,  promising  to  provide  ftmcfc*,;-.- 
for  the  restructuring  of  the  military  and  to  sue  for  .the  Wing/ ; 
of  remaining  European  Union  sanctions,  most  of  which  arfe.;  - 
military-  related . . * . <-'*  £ 

But  discussions  on  the  rescheduling  of  Nigeria's  $29tart  > 
external  debt,  two-thirds  of  which  is  with  the  Paris  Club; 
would  be  unlikely  before  the  civilian  government  - duetto. 
take  office  before  the  end  of  May  - had  established  a.  Y'V 
track  record,  Robin  Cook,  the  British  foreign,  secretary;  y ^ 
said.  He  was  speaking  during  his  first  official  visit -to  Africa  - 
and  after  an  hour  of  talks  with  Olusegun  Obasanjo,  the’v-*;- 
pnesadent-elecL  Britain  suspended  military  co-operation  . 7 7 
with  Nigeria  after  elections  in  1993  were  annulled  by  the. ; * : . 
army.  William  Wallis,  Lagos  ' 


ESPIONAGE  CHARGES 


Congo  pressed  to  free  officials 

Britain  has  demanded  the  immediate  release  of  four  Brit- 
ons and  one  American  held  under  house  arrest  since  Sun- 
day in  a hotel  in  Kinshasa,  the  capital  of  Conga,  formerly 
Zaire. 

One  UK  Foreign  Office  official,  two  ministry  of  defence 
officials,  one  member  of  the  UK  ambassador's  protection 
team  and  a US  State  Department  official  on  secondment 
to  the  British  government  were  detained  at  a military  site 
in  possession  of  maps,  according  to  the  Congo  govern- 
ment In  any  country  the  would  be  espionage,”  said  Gae- 
tan  Kakudji.  the  interior  minister. 

Another  British  dqolomat,  who  was  also  with  the  officiate, 
was  expelled  from  the  country.  The  Foreign  Office  denied 
the  espionage  charges  and  said  the  officials  were  on  “rou- 
tine business,  reviewing  evacuation  plans  in  the  event  of 
trouble  in  Kinshasa”.  Mark  Turner,  Nairobi 


WORLD  TRADE 


ONLINE  SALES  RESEARCH  STUDY  FORECASTS  RAPID  GROWTH  OVER  NEXT  FIVE  YEARS 


Digital  music  market  ‘will  be  worth  $4bn’ 


By  Alice  Rawsthom  in  London 


Nearly  $4bn  worth  of  music 
will  be  sold  over  the  inter- 
net, or  other  digital  distribu- 
tion systems,  in  five  years’ 
time,  according  to  a new 
study  by  Music  Business 
International  (MBD.  the 
research  consultancy. 

The  development  of  the 
online  market  Is  one  of  the 
most  important  issues  facing 
the  global  music  industry.  It 
threatens  to  destabilise  the 
balance  of  power  by  trigger- 
ing a steep  increase  in 
piracy  and  enabling  both 
record  companies  and 
recording  artists  to  bypass 
traditional  retailers. 


Forecast  music  sales  by  value  via  internet 
(Sm) 


1998 

99 

2004 

World  total  1«L9 

3464 

3,9054 

Worldwide  marioat  for  music 

{Sm) 

1998 

99  - 

2004 

Retd  value  40JB42 

41,032.1 

47,538.1 

The  online  market  is  still 
in  a fledgling  state.  MBI’s 
new  World  Report  1999,  com- 
piled from  data  supplied  by 
Market  Tracking  Interna- 
tional, estimates  that  nearly 
$143m-worth  of  music  was 
sold  on  the  internet  last 


year.  Almost  all  those  pur- 
chases were  conventional 
compact  discs  or  cassettes 
bought  by  mail  order  from 
retail  web  sites  such  as  CD 
Now  and  Amazon.  The 
online  market  was  also 
heavily  dominated  by  the  US 


which  accounted  for  $I26m- 
worth  or  total  internet  sales, 
compared  with  just  over 
$13m  from  Europe,  the  sec- 
ond-largest region. 

Internet  sales  are  expected 
to  rise  rapidly  over  the  next 
few  years,  as  computer 
usage  increases  and  record 
companies  introduce  direct 
digital  delivery  systems, 
whereby  consumers  can 
download  digital  versions  of 
recordings  directly  on  to 
their  home  computers  from 
web  sites.  The  “big  five” 
multinational  music  groups 
- Universal,  Sony,  Warner, 
EMI  and  Bertelsmann  - are 
starting  a digital  distribution 
test  with  IBM  in  San  Diego, 


California,  this  summer,  and 
plan  to  launch  similar 
systems  nationally  this 
autumn. 

MTI’s  data  suggest  that 
internet  sales  will  more  than 
double  in  value  to  this 
year  and  total  S3.9bn  in  2004. 
The  US  contribution  to  the 
online  music  market  will  be 
worth  S2j6bu  that  year,  and 
Europe's  8834m. 

The  vigorous  development 
of  tbe  internet  music  market 
will  take  place  against  a 
backdrop  of  relatively  mod- 
est growth  in  total  music 
sales  and  corporate  turmoil 
across  the  industry  as  Uni- 
versal absorbs  the  old  Poly- 
Gram  group  and  EMI  contin- 


ues to  be  clouded  by  take- 
over speculation. 

MBI  suspects  that  the 
depressed  Asian  region  will 
remain  sluggish  for  several 
years,  as  could  the  once- 
buoyant  Brazil.  Other  Latin 
American  markets  may 
accelerate  and  the  North 
American  market  is  expec- 
ted to  remain  solid. 

As  a result,  the  global 
music  market  is  expected  to 
grow  from  $40bn  in  1998  to 
$41bn  this  year  and  to 
$47.5bn  in  2004. 

MBI  World  Report  1999  is 
available  for  £595  from  MTI 
Ltd,  7 Archway  Business  Cen- 
tre, Wedmore  Street,  London 
N19  4RU.  Tel:  0171  263  1365. 


Weakening  demand  worldwide 
looms  for  Italian  textile 
machinery  manufacturers 


Italian  textile  machinery  and  export 
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Peter  Marsh  reports  on  the  fragile  export 
prospects  for  a world  leader  in  the  field 


Francesco  Lonati,  chair- 
man of  Lonati.  ooe  of 
Italy's  biggest  textile 
machinery  companies,  does 
not  know  whether  to  laugh 
or  cry. 

His  family-owned  com- 
pany, the  world's  biggest 
maker  of  sockmaking  equip- 
ment. is  predicting  a surge 
in  orders  this  year  for  a new 
type  of  machine  that  makes 
socks  in  a single  step  rather 
than  requiring  the  normal 
additional  procedure  of  sew- 
ing up  the  toe. 

But  while  Mr  Lonati,  88. 
hopes  to  sell  2,000  of  these 
systems  by  the  end  of  the 
year  at  827.000  each,  consid- 
erably boosting  his  custom- 
ers’ productivity,  the  com- 
pany reckons  its  overall 
sales  of  hosiery  production 
machinery  win  be  down  10 
per  cent  on  the  L400bn 
(€206m.  8224m)  reached  last 
year  because  of  wider  prob- 
lems in  the  textile  industry. 

Such  similarly  mixed  emo- 
tions are  the  norm  in  much 
of  the  rest  of  the  Italian  tex- 
tile machine  industry,  which 
vies  with  Japan  for  being  the 


world's  second  biggest  after 
Germany.  Italy  is  responsi- 
ble for  an  estimated  one 
sixth  of  the  world’s  $22bn  a 
year  output  of  textile 
machines. 

But  while  the  Italian 
industry,  which  exports  two 
thirds  of  its  output  and 
employs  26,000  people  in  850 
companies  mainly  in  the 
north  of  the  country,  has 
recovered  strongly  from  the 
weak  worldwide  economic 
conditions  in  the  early  1990s, 
output  last  year  dipped  an 
estimated  7 per  cent  from 
the  L7,170bn  in  1997. 

This  year,  Ermanno  Rondi, 
president  of  AcimiL  Italy's 
textile  machine  trade  associ- 
ation. says  the  industry  will 
“do  well  just  to  reach  the 
same  output  as  last  year". 

In  1998.  Asia  accounted  for 
nearly  a quarter  of  the 
exports  of  Italy’s  textile 
machine  producers.  Europe 
was  responsible  for  nearly 
half  Italy's  exports,  and 
North  America  17  per  oenL 

But  weakening  demand  in 
the  main  textile  production 
countries  in  Asia  - which 


include  China,  India, 
Taiwan,  Thailand  and  Indon- 
esia, together  estimated  to 
account  for  about  40  per  cent 
of  the  world's  textile  manu- 
facturing capacity  - looks 
likely  to  push  textile 
machinery  exports  to  this 
part  of  the  world  much 
lower  this  year. 

And  the  machinery  mak- 
ers cannot  expect  much  bet- 
ter from  other  regions  which 
looked  promising  earlier  in 
the  1990s,  but  where  demand 
has  been  hit  more  recently 
by  broader  economic  prob- 
lems affecting  the  countries 
in  question. 

“In  Russia  and  Mexico, 
everything  [in  terms  of 
orders]  has  stopped,”  says 
Alberto  Sacchi,  managing 
director  of  HTP,  a textile 
group  which  makes  printing 
equipment,  and  exports 
three  quarters  of  its  L30bu 
annual  sales. 

But  some  companies  in 
the  Industry  have  man- 
aged  to  refocus  their 
export  strategies  towards 
parts  of  the  world  whose  tex- 
tile industries  are  growing. 

At  MCS,  a family-owned 
maker  of  dyeing  equipment, 


Gianni  Pilenga,  a senior 
manager,  expects  sales  this 
year  at  the  company  to  be 
slightly  higher  than  last 
year's  L60bn.  mainly  an  the 
back  of  good  prospects  in 
European  countries  such  as 
Spain  and  France. 

Mr  Pilenga.  whose  com- 
pany exports  two  thirds  of 
its  production,  says  MCS  has 
been  quick  to  spot  opportu- 
nities for  sales  in  small  mar- 
kets around  the  world.  “We 
have  sent  our  salesmen  to  a 
number  of  places  like  Hun- 
gary, Colombia  and  Gua- 
temala and  they  have  come 
back  with  good  orders,”  he 
says. 

Incas,  a maker  or  specialist 
monitoring  equipment  for 
textile  machines,  expects 


this  year  to  expand  its  1998 
sales  of  L20bn  by  a fifth, 
helped  by  stronger  export 
sales  - which  last  year 
accounted  for  70  per  cent  of 
turnover.  Incas 's  equipment 
uses  computers  to  calculate 
the  performance  of  individ- 
ual machines  in  a textile  fac- 
tory. so  helping  to  boost  pro- 
ductivity. 

Protti,  a family  owned 
maker  of  knitting  machin- 
ery. expects  to  keep  its  sales 
this  year  at  about  LlOObn, 
roughly  similar  to  last  year, 
but  suffer  a fall  in  profits  as 
a result  of  the  weaker  eco- 
nomic climate,  according  to 
Luca  Protti.  managing  direc- 
tor. 

The  company  last  year 
sold  60  per  cent  of  its  pro- 


duction outside  Italy  - with 
15  per  cent  going  to  the  US, 
awbere  it  started  exporting 
as  recently  as  1991.  In  recent 
years,  Protti  has  increased 
its  development  spending  to 
make  its  knitting  machines 
capable  of  turning  out  more 
intricate  designs  of  fabric, 
and  work  faster  under  elec- 
tronic control. 

“We  have  a development 
team  of  35  people,  of  whom 
12  are  software  specialists, 
and  in  five  years'  time  we 
will  probably  expand  the 
total  to  50-60.  of  which  half 
will  be  in  software,"  says  Mr 
Protti.  "To  survive  tn  an 
Industry  where  competition 
is  becoming  tougher,  we 
have  to  move  faster  to 
improve  our  machines.” 


NEWS  DIGEST 

US-CANADA  TALKS 


Last-minute  bid  to  settle 
magazines  dispute 

US  and  Canadian  officiate  are  due  to  meet  in  Washington 
tomorrow  for  negotiations  aimed  at  heading  off  a simmer- 
ing trade  dispute  over  Canada's  policy  on  foreign  maga-  . 
zines.  After  several  months  of  delay,  Ottawa  is  planning  to 
push  through  parliament  this  week  controversial  legislation 
that  would  effectively  prohibit  so-called  split-run  maga-', 
zines,  which  are  separate  Canadian  editions  of  foreign- 
owned  publications.  The  US  has  threatened  to  respond 
with  sanctions  that  would  raise  tariffs  on  a variety  of  Cana- 
dian Imports.  A series  of  meetings  over  tire  last  month  has 
failed  to  bridge  the  gap  between  the  two  sides.  On  Friday 
the  US  is  expecting  a Canadian  response  to  proposals 
floated  in  those  meetings. 

The  US  is  understood  to  have  outlined  a package  of 
amendments  that  would  change  Canada’s  investment 
' rules  to  allow  joint  ventures  between  foreign  and  Canadian 
publishers,  and  exempt  smaller  circulation  magazines  from 
the  ban  on  split-run  editions.  Edward  Alden,  Toronto 

WTO  RUUNGS 


¥ 


India  complies  on  patents  laws 

India  yesterday  fell  in  line  with  World  Trade  Organisation 
rulings  by  amending  its  patents  legislation  to  aHow  exdu-  - 
sive  marketing  rights  for  agrochemical  and  pharmaceutical 
products,  as  a prelude  to  the  eventual  introduction  of 
product  patents.  Parliament’s  lower  house  ratified  an  ear- 
lier ordnance  to  the  same  effect  issued  in  January,  meet- 
ing a WTO  order  that  India  have  the  amendment  set  In  law 
before  Apnl  19.  The  amendment,  which  aroused  strong 
political  opposition  in  India,  gives  pharmaceutical  and 
agrochemical  companies  the  sole  rights  to  market  in  India 
products  they  have  patented. 

The  amendment  meets  an  earlier  commitment  to  the 
WTO  to  accelerate  moves  towards  the  introduction  of 
product  patents  in  these  sectors,  which  had  enjoyed 
patent  protection  only  for  manufacturing  processes  — 
spawning  widespread  local  copying  of  patented  drugs  and 
related  products.  India  Is  also  committed  to  introduce  fufl 
product  patents  by  2005.  Mark  Nicholson,  New  Delhi 

HIGH-TECH 


European  market  to  grow  8% 

Western  Europe's  information  technology  and  telecommu- 
nications market  is  expected  to  grow  by  8.2  per  cent  this 
year,  according  to  a report  by  the  Frankfort-based  Euro- 
pean Information  Technology  Observatory. 

That  growth  will  be  fuelled  by  the  Year  2000  computer 
date  problem,  the  introduction  of  the  euro,  mobile  commu- 
nications and  “explosive  growth"  in  electronic  commerce. 

However,  growth  this  year  will  be  lower  than  In  1998 
when  the  European  market  grew  by  8.9  per  cent  outpacing 
the  US  and  the  rest  of  the  world.  The  slower  growth 
mainly  reflects  falling  telecommunications  prices  as  com- 
petition increases  in  newly  liberalised  continental  European 
countries.  In  a special  section  of  its  annual  report  pub- 
lished yesterday,  the  Observatory  notes  that  certain  areas 
of  electronic  commerce  are  approaching  'critical  mass'  kr 
Western  Europe  with  47  per  cent  of  companies  now  using 
the  technology,  up  from  only  6 per  cent  two  years  ago. 
Paul  Taylor,  London 
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You  can  contact  us  today  on  Tel:  0800  120123,  Fax:  0171  4348427,  Internet  http://www.capgemini.com 
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more  thaft  a matter  of  faith. 


The  Cap  Gemini  Group  is  the  largest  European  IT 
services  and  business  consultancy  company. 
Imagination,  trust  and  partnership  are  fundamental 
elements  of  our  culture.  They  are  the  core  values 
that  define  how  we  work  and  are  central  to. 
everything  we  do. 

Through  our  Customer  Relationship  Management 
practice  we  help  clients  to  know  their  customers,  to 


target  them  with  the  right  proposition  through  the 
right  channels,  to  sell  to  them  and  to  service  them. 
We  do  what  we  say,  we  do  it  well,  and  we  deliver 
beyond  expectation.  That’s  why  so  many  leading 
companies  place  their  trust  in  us. 
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BRITAIN 


COMPETITION  POLICY  PARTY'S  COMMITMENT  REMAINS  FIRM  DESPITE  CHANGES  AT  TOP  OF  MINISTRY 


Onslaught  begins  on  ‘abuses  of  market  power’ 


By  Deborah  Hargreaves 
hi  London 


The  British  government  is  to 
reform  competition  policy  in 
an  effort  to  liberalise 
markets  in  the  UK  and  take 
the  politics  out  of  merger 
decisions. 

The  government  has  also 
launched  a study  of  prices 
charged  by  British  retailers 
and  how  they  compare  with 
those  overseas.  Ministers 
have  long  been  critical  of 
high  consumer  prices  and 
competition  authorities  are 
investigating  pricing  by 
supermarkets,  car  dealers. 


the  private  health  care  sec- 
tor and  over-the-counter 
medicines. 

'It  is  wholly  unacceptable 
that  consumer  goods  can 
still  cost  twice  as  much  in 
Britain  as  in  America,'*  said 
Gordon  Brown,  Britain’s 
chancellor  of  the  exchequer, 
in  his  Budget  statement  to 
MPs  on  Tuesday. 

The  study  of  international 
price  comparisons  will 
ensure  that  competition 
authorities  can  identify  mar- 
kets that  need  their  atten- 
tion. The  Labour  govern- 
ment came  to  power  with  a 
commitment  to  reform  com- 


petition law.  The  party’s 
manifesto  pledges  to  “adopt 
a tough  “prohibitive” 
approach  to  deter  anti- 
competitive practices  and 
abuses  of  market  power”. 

The  commitment  has  sur- 
vived the  change  of  leaders 
at  the  trade  and  industry 
department,  which  is  respon- 
able  for  competition  policy 
and  which  has  had  three 
heads  since  the  election. 
Stephen  Byers,  the  current 
industry  secretary,  is  a stri- 
dent reformer  who  wants  to 
get  away  from  the  party’s 
interventionist  past 

Mr  Byers  yesterday 


announced  proposals  to 
remove  the  right  of  minis- 
ters to  make  the  final  deci- 
sions on  company  mergers 
and  give  it  to  an  indepen- 
dent body.  “The  uncertainty 
which  is  created  by  having  a 
politician  with  the  final 
right  to  intervene  is  not 
helpful  to  the  climate  we 
want  to  establish,"  he  said. 

Businesses  needed  confi- 
dence that  decisions  were 
not  taken  for  short-term 
political  considerations,  Mr 
Byers  said.  The  merger 
authorities  would  be  able  to 
refer  a small  number  of 
cases  to  ministers  if  there 


was  a dear  public  interest 
issue  involved,  such  as  in 
the  defence  industry. 

The  Office  of  Fair  Trading, 
the  UK's  competition  watch- 
dog, is  to  receive  a 20  per 
cent  boost  to  its  resources 
and  win  be  told  to  root  out 
cartels  more  actively  rather 
than  acting  on  complaints. 
From  March  next  year,  the 
watchdog  will  be  able  to  fine 
companies  up  to  10  per  cent 
of  turnover  for  breaching 
competition  law.  Welcoming 
the  new  measures,  it  said; 
“For  the  past  25  years  the 
OFT  has  had  to  work  with 
outdated  and  ‘gentlemanly* 


rules  which  have  hampered 
any  kind  erf  rapid  action  on 
ran-trig  or  monopoly  abuses.” 

Mortgage  and  credit  lend- 
ers will  have  to  provide 
more  details  for  consumers. 
The  government  will  imple- 
ment a European  Union 
directive  which  means 
annual  mortgage  rates  are 
calculated  in  the  game  way 
across  the  EU  and  UK  bor- 
rowers will  be  able  to  com- 
pare rates  with  France  and 
Germany.  City  regulators 
will  also  publish  league 
tables  of  costs  and  charges 
in  savings,  insurance  and 
pensions  products. 


Thte  government  is  put- 
ting the  needs  of  consumers 
at  the  heart  of  our  competi- 
tiveness agenda.”  Mr  Byers 
said.  “Knowledgeable  con- 
sumers stimulate  businesses 
to  innovate  and  so  con*£“‘ 
ute  to  competitiveness.  But 
equally,  we  won’t  allow  ^con- 
sumers to  be  ripped  off." 

The  government  asked  the 

energy  regulator  to  look  into 
electricity  standing  charges 
which  vary  by  as  much  as  15 
per  cent  around  Britain. 
Ministers  also  said  there 
would  be  a review'  of  water 
companies  and  the  lack  of 
competition  in  the  market. 
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By  Susanna  Voyfe  hi  London 


The  government  yesterday 
promised  £100m  (S16lm)  of 
new  money  for  the  Small 
Business  Service,  the  body 
announced  in  the  Budget  as 
a champion  for  small  busi- 
ness in  government.  The 
body  will  be  similar  to  the 
Small  Business  Administra- 
tion in  the  US. 

The  government  also 
announced  details  of  a £26m 
fund  to  help  small  manufac- 
turing companies  bring  their 
ideas  to  market,  plans  to 
allow  more  investment  in 
research  and  development, 
tax  breaks  to  encourage 
experienced  managers  to 
join  higher-risk  companies 
and  new  measures  for  corpo- 
rate venturing. 

Organisations  represent- 
ing small  businesses  broadly 
welcomed  the  measures  - 
but  said  much  needed  to  be 
done  to  ensure  the  details 


were  right.  “These  things 
could  live  or  die  by  the 
details,**  said  one.  Details  of 
the  announcements,  fore- 
shadowed in  Tuesday’s  Bud- 
get, are: 

• The  new  Small  Business 
Service  will  have  £100m  to 
spend  over  three  years.  It 
will  offer  an  automated  pay- 
roll system  for  all  new  small 
and  medium  sized  enter- 
prises from  April  2000;  sup- 
port the  Inland  Revenue  in 
providing  business  support; 
give  advice  on  Customs  and 
Excise:  and  enable  internet 
filing  of  tax  returns. 

• Hie  £2 6m  for  manufactur- 
ing companies  - to  be  pro- 
vided over  three  years  - will 
be  part  of  the  Smart  scheme 
which  helps  firms  research, 
develop  and  acquire  technol- 
ogies. From  next  month  the 
scheme  will  be  expanded  to 
provide  special  assistance 
for  the  first  time  to  the 
smallest  “micro”  companies 


and  individual  investors. 

• Proposals  to  encourage 
more  investment  in  research 
and  development  are  a new 
volume-based  tax  incentive 
for  smaller  business  spend- 
ing and  new  rules  on  the 
treatment  of  intellectual 
property,  simplifying  the 
existing  structure. 

• A new  Enterprise  Man- 
agement Incentive  Scheme, 
to  be  introduced  next  year, 
will  help  small  companies 
recruit  and  retain  key  staff 
by  giving  targe  tied  tax  relief 
for  share  options.  The 
scheme  will  be  aimed  specifi- 
cally at  higher-risk  trading 
companies  with  gross  assets 
of  £15m  or  less.  Up  to  six  key 
employees  will  be  able  to 
participate. 

• New  corporate  venturing 
measures  will  encourage 
existing  larger  companies  to 
invest  in  and  become 
involved  with  small  higher 
risk  companies. 


80 


60 


40 


Highest 


20 


Lowest 


1973-74 


79-80 


84-65 


89-90 


94-35  1999-2000 


Stares  Mnd  Knew  Hat  Bad;  DossuoXV 


Chancellor  changes  his  tune  for  different  audiences 


The  Budget  neither  expands  nor  contracts 
the  economy,  and  will  have  little  effect  on 
interest  rates,  writes  Robert  Chote 


Was  Tuesday’s  Budget 
expansionary  in  its  impact 
in  the  economy  or  contrac- 
tionary? For  Gordon  Brown, 
the  chancellor  of  the  Exche- 
quer. the  answer  seems  to 
depend  on  who  is  asking  the 
question. 

In  his  statement  to  the 
House  of  Commons,  the 
chancellor  clearly  implied 
that  the  net  effect  of  the  61 
Budget  measures  would  be 
to  spur  activity.  He  said  they 
w'ould  “boost  purchasing 
power  over  the  next  three 
years  by  £6bn  (S9-66bn)  at 
exactly  the  right  time  for  the 
economy". 

Mr  Brown  noted  that  pub- 
lic investment  was  rising  at 
the  same  time  that  the  Bank 


of  England,  the  UK  central 
bank,  was  cutting  interest 
rates. 

“Britain’s  fiscal  and  mone- 
tary policies  - often  at  odds 
in  previous  economic  cycles 
- are  now  working  together 
to  promote  growth  with  low 
inflation."  he  said. 

Financial  market  partici- 
pants took  the  chancellor  at 
his  word,  promptly  scaling 
back  their  expectations  of 
interest  rate  cuts  over  the 
coming  months  by  about  an 
eighth  of  a percentage 
point. 

They  assumed  that  if  the 
chancellor  was  boosting  eco- 
nomic activity  with  tax  cuts 
and  higher  public  spending, 
the  Bank  would  have  less 


scope  to  cut  rates.  But  by 
yesterday  morning,  Mr 
Brown  was  whistling  a dif- 
ferent tune.  He  dismissed 
City  talk  of  an  expansionary 
Budget  and  said  that  fiscal 
policy  was  tighter  than  at 
the  time  of  his  pre-Budget 
report  last  November. 

“That  is  something  the 
Bank  of  England  win  clearly 
want  to  look  at  with  inter- 
est,” Mr  Brown  added. 

It  is  understandable  that 
Mr  Brown  should  wish  his 
fellow  politicians  to  see  the 
Budget  as  an  expansionary 
giveaway  and  the  financial 
markets  to  see  it  as  a net 
tightening,  leaving  the  way 
open  for  further  interest  rate 
cuts.  But  which  is  true? 

At  first  glance,  the  Budget 
looks  expansionary.  The  net 
Impact  of  the  tax  cuts  and 
public  spending  increases 
announced  on  Tuesday  is  a 


boost  to  the  economy  of  £lbn 
next  year,  £1.4bn  in  2000-01 
and  £3.5bn  in  the  likely  elec- 
tion year  of  2001-02.  Hence 
Mr  Brown's  reference  to  the 
£6bn  boost  to  purchasing 
power. 

But  this  ignores  the 
impact  of  tax  increases 
announced  in  last  year’s 
Budget  or  earlier  that  have 
yet  to  take  effect  These  rise 
from  a net  £3.7bn  next  year 
to  £7.7bn  in  2001-01.  The  big- 
gest contributors  are  real 
increases  in  fuel  duty  and 
changes  to  the  corporation 
tax  regime. 

Putting  Tuesday’s  mea- 
sures together  with  the  pre- 
announced changes,  there 
will  be  a net  tightening  of 
£2.6bn  next  year,  £3.6bn  in 
2000-01  and  £4.1bn  In  2001-02. 
These  net  tax  increases  out- 
weigh the  expected  growth 
in  the  economy,  so  the  cur- 


rent tax  burden  will  rise  as  a 
share  of  national  income 
from  39.2  per  cent  this  year 
to  39.7  per  cent  in  2003-04. 

But  looking  at  cash  figures 
for  tax  revenue  and  public 
spending  does  not  necessar- 
ily give  a fair  picture  of  the 


next  in  government  borrow- 
ing, excluding  the  impact  of 
the  economic  cycle. 

On  this  definition,  fiscal 
policy  has  tightened  by  a rel- 
atively sharp  1 per  cent  of 
national  income  into  the  cur- 
rent financial  year.  It  will 


The  boring  truth  is  that  this  Budget . 
is  neither  an  expansionary  giveaway 
nor  a punitive  tightening 


impact  of  the  government’s 
fiscal  policy,  because  both 
will  be  affected  by  the  state 
of  the  economy. 

Hie  Organisation  for  Eco- 
nomic Co-operation  and 
Development,  among  others. 
measures  the  stance  of  fiscal 
policy  by  looking  at  the 
change  from  one  year  to  the 


then  tighten  fractionally 
more  over  the  following  two 
years  before  loosening  grad- 
ually from  2001-02  onwards. 

The  tightening  into  next 
year  is  fractionally  greater 
than  that  expected  in 
November's  pre-Budget 
report 

Tax  revenue  looks  weaker 


than  expected  in  November, 
but  this  is  more  than  offset 
by  lower  debt  interest  pay- 
ments (because  of  lower 
inflation  and  interest  rates) 
and  subdued  social  security 
spending. 

But  in  none  of  the  next 
five  years  is  fiscal  policy 
expected  to  tighten  or  loosen 
by  more  than  half  a per  cent 
of  national  income.  And  in 
no  year  has  the  estimated 
change  in  the  fiscal  policy 
stance  been  revised  by  more 
than  a fifth  of  a percentage 
point  of  national  Income 
since  November’s  pre-Budget 
report 

So  the  boring  truth  is  that 
this  budget  is  neither  an 
expansionary  giveaway  nor 
a punitive  tightening. 

It  is  broadly  neutral,  sug- 
gesting there  should  be  little 
impact  on  interest  rates 
either  way. 


CONTRACTS  & TENDERS 


REPUBLIC  OF  CAPE  VERDE 

Invitation  for 
Expression  of  Interest 


for  Pre-qualification  to  acquire  5 1 % of  the  shares  of  ELECTRA  SARL  for  the  production 
of  Electricity  and  Desalinated  Water  and  Concession  Contract  for  the  distribution  of 
electricity,  water  and  wastewater  treatment  facilities. 

The  Government  of  Cape  Verde  (GOCVj  has  commenced  a privatisation  programme  to 
introduce  private  sector  participation  in  the  electricity,  water  and  wastewater  sectors.  As 
part  of  this  programme,  the  GOCV  has  begun  the  legal  and  regulatory  reform  of  its 
electricity  and  water  sectors,  with  the  objectives  of  creating  a transparent  environment  for 
(he  sustainable  development  of  electricity  and  water  supplies  in  all  nine  islands  of  Cape 
Verde.  High  priority  is  being  given  to  the  attraction  of  private  sector  investment  and 
expertise  in  power  generation  and  distribution  on  all  islands,  desalinated  water  production 
and  distribution  on  four  islands,  and  the  operation  of  wastewater  treatment  facilities  on  two 
islands 

The  GOCV  inrites  expressions  of  interest  from  strategic  investors  for  the  acquisition  of 
51%  of  the  shares  of  ELECTRA' s production  facilities,  with  a long-term  concession 
contract  for  the  distribution  networks  of  electricity  and  water  services,  to  submit  Pre- 
qualification Documents  in  order  to  be  considered  for  selection  as  pie-qualified  Applicants. 
The  Municipalities'  share  ownership  of  ELECTRA  is  12.3%.  The  GOCV  will  retain  100 
shares  and  Golden  share  rights . The  remaining  shares  will  be  offered  for  sale  to  employees 
of  ELECTRA  (5%)  and  approximately  3 1 .67%  will  be  offered  fra-  later  sale  to  the  local 
public  and  Cape  Verdean  emigrants.  Pre-qualified  Applicants  will  be  afforded  the 
opportunity  to  respond  to  a Request  for  Proposals  (RFP)  in  respect  of  the  sale  of  die 
Government-owned  shares  (51%)  in  ELECTRA.  Applicants  may  be  electricity  and  water 
utilities  of  consortia  led  by  an  electricity  utility. 

Interested  parties  may  obtain  a copy  of  the  Pre-qualifications  Document  by  e-mail  or  down 
load  from  the  internet  (www.cvprivatizatirai.org).  or  by  written  request  to: 

Mr.  Jas£  Goncalves,  Administrator  E-mail:  Pare.adm@maiLcvteIecom.cv 

Programs  de  Apoio  as  Rcformas  Econdmicas 

Av.  OUA  - CP  266-A 

Praia  - Cape  Verde  Islands 

Phone:(238)62  33  80 

Fax:  1238)62  33  60 

The  Pre-qualification  Document  must  be  accompanied  by  a bank  draft  payable  to  ’Tesouro 
Publico"  in  the  amount  of  20.000  Euros.  The  Pre -qualification  Document  will  be  due  by 
16:00  hours  on  Monday,  March  29, 1999.  Eligible  bidders  may  contact  die  above  the 
above  address  for  clarification  or  any  questions  regarding  the  Pre-qualification  process. 
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‘Tsar’  will  lead  offensive 
against  tobacco  smuggling 


By  Christopher  Adams, 
Economics  Staff 


The  government  is  to 
appoint  a “smuggling  tsar” 
to  lead  an  offensive  against 
illegal  cross-border  tobacco 
trading.  Gordon  Brown, 
chancellor  of  the  exchequer, 
said  yesterday  greater 
resources  would  be  commit- 
ted to  catch  the  smugglers 
and  recover  lost  tax  revenue. 

An  investigation  by  Cus- 
toms & Excise  has  revealed 
the  government  is  losing 
much  more  than  it  thought 
to  tObaCCO  smuggling  gangs. 

The  amount  lost  in 


tobacco  duty  bas  risen  to 
£1.5bn  (S2.4bn)  a year,  a fig- 
ure the  tobacco  industry 
believes  underestimates  the 
scale  of  the  problem. 

Criminals  seek  to  exploit 
big  differences  in  the  price  of 
cigarettes  sold  in  Britain 
compared  with  elsewhere. 
Cigarettes  are  smuggled  into 
the  UK  in  freight  containers, 
often  from  eastern  Europe. 

Most  of  the  activity  is  in 
hand-rolled  tobacco,  which 
comes  in  smaller  shipments 
from  Belgium,  brought  over 
by  cross-Channel  operators 
paying  lower  levels  of  excise 
duty  outside  the  UK. 


Mr  Brown  said  smuggled 
tobacco  and  cigarettes 
accounted  for  about  10  per 
cent  of  the  UK  market. 

Tobacco  taxes,  which  raise 
more  than  £8bn  a year  in  the 
UK.  were  increased  by  5 per- 
centage points  above  the 
rate  of  inflation  in  this 
week’s  Budget. 

“I’m  not  going  to  allow  a 
policy  we’ve  formulated  for 
good  health  reasons  to  be 
undermined  by  organised 
crime,”  Mr  Brown  said. 
“We’ll  put  resources  into  the 
detection  and  prevention  as 
well  as  punishment  of  this 
crime." 


Minister 

attacks 

prices 

comparison 

campaign 


a 


By  David  Wighton, 
Political  Correspondent 


Hie  campaign  on  consumer ' 
price  launched  yesterdayrby 
Stephen  Byers,  chief  Indus- 
try  minister,  was  privately 
attacked  by  a fellow  mhiister  1 
as  “seriously  misguided**.  . 

The  minister  told  the 
Financial  Times  that  there 
were  problems  in  some  mar- 
kets - such  as  car  retailing  - .. 
but  there  was  “no  evidence 
that  there  is  widespread  lack 
of  competition  in  the  UK 
which  is  leading  to  excessive 


VVh 


prices  . 

He  said  international  com- 


parisons were  extremely 
“hazardous”  but  most  statis- 
tics suggested  UK  prices' 
were  relatively  low  com- 


pared with  other  European 
countries.  “The  US  has  pi 


lower  prices  but  that  is  a 
rather  special  case  and  com- 
pared with  similar  countries 
Britain  comes  oat  pretty 
well”  he  said. 

A report  from  the-Euro- 
pean  Commission  last  year 
showed  UK  prices  were  the 
fifth-lowest  of  the  15  member 
countries.  They  were  12  per 
cent  below  the  EU  average 
and  about  20  per  emit  less 
than  France  and  Germany. 

Only*  Spain.  Portugal,  Greece 
and  Luxembourg  were 
lower. 

Provisional  results  from  a 
1996  study  by  Eurostat  the 
EU  statistics  office,  showed 
UK  prices  were  lowest  for 
fish,  clothing,  footwear,  fuel, 
power,  furniture,  household 
textiles,  recreational  equip- 
ment, books,  newspapers 
and  magazines. 

The  findings  are  expected 
to  be  reinforced  in  a study 
by  the  Organisation  for  Eco-  4 
no  true  Co-operation  and 
Development,  to  be  pub- 
lished next  month.  This  will 
show  that  a representative 
basket  of  food  costing  £100 
(S161)  in  the  UK  would  cost 
£128  in  France.  £122  in  Ger- 
many but  £91  in  Portugal. 

The  gap  between  prices  in 
the  UK  and  France  and  Ger- 
many is  expected  to  have 
narrowed  since  1996  but  the 
OECD  will  say  this  is  largely 
due  to  the  rise  in  sterling. 

UK  retailers,  who  believe 
they  have  been  unfairly  tar- 
geted by  the  government, 
will  seize  on  the  study.  They 
say  that  where  UK  prices  are 
higher,  it  usually  reflects 
higher  costs  rather  than  lack 
of  competition. 

The  British  Retail  Consor- 
tium yesterday  criticised  the 
chancellor  of  the  exche- 
quer’s comments  that  con- 
sumer goods  in  the  UK  were 
twice  the  price  of  those  in 
the  US.  It  said  that  Gordon 
Brown  took  "no  account  of  y- 
such  factors  such  as  VAT  V 
[value  added  tax]  at  17.5  per 
cent  compared  to  the  US 
goods  tax  of  about  5 per 
cent,  higher  excise  duties, 
higher  fuel  taxes  resulting  in 
higher  transport  costs  and 
much  higher  property  costs 
faced  by  UK  retailers" 

John  Clare,  chief  executive 
of  Dixons,  the  electrical 
goods  retailer,  welcomed  Mr 
Byers’  review.  But  he  added: 

“It  is  important  that  they 
should  research  not  just 
prices  paid  by  consumers 
but  also  the  factors  that  con- 
tribute to  comparative  prices 
in  different  markets  such  as 
retail  rents  and  rates,  petrol 
and  other  distribution  costs, 

VAT  and  other  purchase 
taxes  and  duties  and  labour 
costs.  Such  a study  should 
also  examine  the  prices 
charged  by  manufacturers  to 
retailers." 


Samuel  Brittan,  Page  12 
Conunent,  Page  21 
London  Stocks,  Page  32 
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Squatters  price  their  names  in  cyber  sale 


There  is  money  to  be  made  registering 
internet  domain  names  in  the  hope  of 
selling  them  on.  Christopher  Price  reports 


Globalvtsion.com.  a small 
British  multimedia 
company,  paid  $2m  for 
the  internet  domain  names 
Btitain.com.  London.com 
and  Engiand.com- 
They  were  bought  from 
Mail.com,  a US  internet  com- 
pany that  has  acquired  the 
rights  to  thousands  of 
domain  names,  and  the  price 
was  a UK  record. 

The  previous  record  is 
believed  to  have  been 
£40,000.  paid  by  a UK  airline 
for  a generic  flying  name. 

The  S2m  price  tag  reflects 
the  rising  popularity  of  the 
internet.  But  it  also  shows 
the  profits  that  can  be  made 
by  “cybersquatters",  who 
register  domain  names  in 
the  hope  of  selling  them  on. 
Registration  of  any  name 


ending  in  .com  costs  S117  for 
two  years  in  the  US.  in 
Britain,  co.uk  names  cost  £80 
for  the  same  period. 

But  recent  legal  cases 
have  curtailed  sales  or  brand 
and  company  names.  The 
British  courts  last  year 
ordered  two  London  men  to 
return  the  names  of  brands 
and  companies  to  their  own- 
ers after  registering  names 
such  as  burgerkmg.com  and 
viigin.org. 

Similar  judgments  have 
been  made  in  the  US.  But 
this  has  sent  cyber  entrepre- 
neurs in  pursuit  of  another 
domain  area:  celebrities. 
Dozens  of  companies  in  the 
US  have  registered  the 
names  of  the  famous,  where 
the  issue  of  ownership  is 
much  more  debateable. 


For  example,  Tony- 
blair.com  and  Princessdi- 
ana.com  have  been  regis- 
tered by  a US  internet 
company,  as  have  Hollywood 
celebrities  Tomcrulse.com 
and  Pamelaanderson.com. 

Celebrity-led  sites  use 
their  names  to  attract  fan* 
and  sell  them  services. 
Cybersquatters  register  a 
name  and  sell  it  for  a profit 
as  quickly  as  possible. 

Most  obvious  generic 
names  have  been  snapped 
up.  as  a search  of  the  US 
domain  names  web  site 
www.nsLcom  reveals. 

But  cybersquatting  lives 
on.  Abdul  Traya.  a 16-year- 
old  student  from  Calgary  in 
Canada,  has  registered 
appleimac.com.  incurring 
the  wrath  of  Apple,  the  US 
computer  group  that  makes 
the  successful  iMac  com- 
puter. 

Apple  has  hinted  at  legal 
action  if  the  student  does 


not  give  up  the  name.  But  be 
says  he  intends  to  use  the 
site  to  generate  traffic  for 
his  internet  interests,  includ- 
ing a web-hosting  company. 

Globalvision  plans  to 
develop  its  three  acquisi- 
tions as  gateways  - or  “por- 
tals" - to  the  internet  for 
visitors  looking  for  what  it 
describes  as  "the  best  of 
British". 

The  company  hopes  to  per- 
suade leading  UK  businesses 
to  advertise  on  its  sites  and 
stimulate  visitors  to  visit 
their  own  web  sites. 

Global vision  plans,  with  v. 
the  tourist  authorities,  to 
put  all  registered  tourist 
accommodation  in  London 
on  the  London.com  web  site. 

However,  given  the  inter- 
net’s poor  reputation  for 
making  money,  Global  vi- 
sion's sites  will  have  to  be 
popular  destinations  in  their 
own  rights  to  pay  back  the 
82m  investment 
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Who's  dot-comming  the  world? 


Today,  it's  “.com"  this,  “.com"  that. 


You're  more  than  a little  familiar  with  .com. 


But  how  about  the  company  behind  it?  At 


Sun,  we've  been  taking  companies 


into  the  Network  Age  for 


the  better  part  of  16 


years.  Everything  we 


make,  everything  we 


do  (and  everything 


we’ve  always  done)  is 


about  network  computing 


And  that's  what  dot-comming  is  all  about. 


Our  computer  systems,  technologies  and  serv- 


ices enable  companies  to  get  to  the  Net,  and  .com 


their  business  processes.  From  ISPs  like  UUNET 


and  Earthlink  to  entertainment  companies  like 


Sony.  From  e-commerce  businesses  like  Music 
Boulevard  to  portals  like  Excite.  And  with  our 


Java™  technologies,  we're  extending  the  Net  — 


all  the  way  to  consumer  devices.  By  dot-comming 


everything  from  smart  cards  to  cell  phones  to 


home  appliances,  we’re  ushering 


in  a whole  new  world 


, of  interaction. 


.Com 


With  our  technologies 


behind  them,  hundreds  of  com- 


panies, some  decades-old,  some  hours-old,  are 


dot-comming  themselves  overnight.  Reinventing 


themselves  overnight.  We're  the  dot  in  .com. 


What  can  we  .com  for  you? 


We’re  the  dot  in  .com. 
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BRITAIN 


GSP  CONGRESS  TO  HEAR  PROPOSAL  FOR  REGION  TO  JOIN  LIST  OF  TARIFF-FREE  TERRITORIES 


Bankers 


US  trade  boost  urged  for  Ireland 


news  digest 


By  .lohn  Murray  Brown 
in  Belfast 


A bill  to  meet  Northern 
Ireland's  claims  to  special 
trade  relations  with  the  US 
is  likely  to  go  before  Con- 
gress soon. 

The  bill  promoted  by  Jim 
McDermott,  a Democratic 
congressman  from  Washing- 
ton state,  suggests  that 
Northern  Ireland  should  go 
on  the  list  of  140  countries 
and  territories  that  currently 
enjoy  tariff-free  status  for 
some  4,000  manufactured 
products  entering  the  US  - 
the  so-called  generalised  sys- 
tem of  preferences. 


The  bill  also  proposes  the 
establishment  of  a Northern 
Ireland  Investment  fund, 
guaranteed  by  tbe  US  gov- 
ernment, targeted  at  small 
businesses.  In  addition,  the 
legislation  calls  for  the  refi- 
nancing of  the  existing  Inter- 
national Fund  for  Ireland, 
which  receives  state  funds 
rom  the  US,  Canada  and  the 
European  Union.  An  earlier 
plan  was  to  set  up  a free 
trade  agreement  with  North- 
ern Ireland  along  the  lines  of 
the  US’s  trade  pact  with 
Gaza  - the  Palestinian 
self-rule  area.  But  William 
Daley,  the  US  commerce  sec- 
retary, during  a trip  to  Bel- 


fast, Northern  Ireland's  prin- 
cipal city,  last  year  said  this 
was  "a  very  very  long  shot”. 

Even  the  more  modest  pro- 
posal to  give  Northern 
Ireland  GSP  status  has 
received  a cool  response  in 
Northern  Ireland  and  in  the 
Republic  of  Ireland.  The 
scheme  would  cover  the  six 
border  counties  of  the  Irish 
Republic  worst  hit  by  the 
impact  of  sectarian  violence. 

Paul  Goreckl,  director  of 
the  Northern  Ireland  Eco- 
nomic Council,  a think  tank, 
said  such  an  aid  programme 
was  out  of  step  with  the 
region's  attempts  to  wean 
itself  off  government  subsi- 


dies. UK  government  offi- 
cials are  sceptical  it  will  win 
official  support  from  the 
European  Commission  as  it 
is  technically  In  breach  of 
the  single  market 
However,  Mr  McDermott 
points  out  that  Madeira,  part 
of  the  European  Union, 
enjoys  tbe  same  GSP  status. 
He  says  it  would  only 
require  a waiver  from  the 
World  Trade  Organisation  - 
and  similar  concessions  were 
made  in  the  case  of  funds  for 
Germany  in  the  wake  of  the 
fall  of  the  Berlin  WalL 
With  Northern  Ireland 
party  leaders  in  Washington 
next  week,  when  they  will 


entertained  at  the  White 
House  reception  to  mark  St 
Patrick’s  Day,  Mr 
McDermott  is  keen  to  use 
the  renewed  public  interest 
in  Ireland  to  re-introduce  tbe 
bill  to  Congress. 

His  office  concede  it  may 
be  months  before  any  such 
legislation  is  approved, 
given  the  difficulties  the 
Clinton  administration  has 
had  winning  backing  for 
other  trade  measures.  One 
plan  being  mooted  by  Mr 
McDermott's  office  is  to 
“piggy-back"  the  Northern 
Ireland  legislation  with  an 
Africa  Bill  to  aid  African 
countries. 


turn  out 
to  invest  in 
low-interest 
Monica 


PRIVATISED  RAIL  COMPANIES 


Operators  criticised  in 
train  derailment  report 


By  Deborah  Hat  glasses 
ia  London 


ROVER  UNIONS  SAY  QUICK  ACTION  WILL  END  UNCERTAINTY  IN  FACE  OF  HUNGARY  OPTION 


Speed  urged  in  BMW  aid  decision 


FT  Reporters 
bi  London  ami  Budapest 


Trade  unions  at  the  Rover 
car  company  yesterday 
urged  UK  ministers  to  decide 
quickly  on  an  application  for 
£200m  ($322m)  in  aid  for  its 
Longbrldge  factory  after 
Joachim  Mill  berg,  chairman 
of  parent  group  BMW,  con- 
firmed there  will  be  a new 
generation  of  models. 

But  Mr  Mlllberg  left  open 
the  question  of  whether  suc- 
cessors to  the  Rover  200  and 
400  would  be  built  In 
England  or  Hungary. 

“The  sooner  the  govern- 
ment confirms  sizeable 
financial  support,  the  sooner 


the  uncertainty  that  has 
hovered  over  Longbridge 
and  the  workforce  for  far  too 
long  can  be  removed, **  said 
Tony  Woodley,  chief  motor 
industry  negotiator  for  the 
Transport  and  General 
Workers  Union. 

People  close  to  the  negoti- 
ations believe  the  govern- 
ment response  will  be  rapid. 
They  suggest  it  could  be 
delivered  in  time  for  a BMW 
supervisory  board  meeting 
on  Wednesday.  There  could 
be  a final  verdict  shortly 
afterwards,  possibly  at  the 
German  car  maker's  annual 
results  conference  at  the  end 
of  the  month. 

Helmut  Panke,  BMW 


industrial  relations  director, 
said  at  the  Geneva  motor 
show  that  there  is  “a  preju- 
dice" in  favour  of  Long- 
bridge.  But  executives  are 
striving  hard  to  convince  UK 
ministers  that  investigation 
of  an  alternative  site  for  the 
project  in  Hungary  is  not 
just  a paper  exercise. 

An  official  In  Hungary's 
economics  affairs  ministry 
said  BMW  had  not  made  a 
formal  approach  and  would 
be  offered  only  normal 
investment  incentives. 

Hungary  bad  no  passenger 
car  industry  under  Commu- 
nism but  It  has  become  one 
of  the  drivers  of  the  coun- 
try’s strong  economic 


growth.  Most  engines  for  the 
Audi  division  of  Volkswagen 
are  made  in  Hungary  and 
the  Opel  offshoot  of  General 
Motors  has  a car  and  engine 
factory  there. 

BMW's  investigations  of 
Hungarian  sites,  costs  and 
suppliers  is  said  to  have 
stopped  only  Just  short  of 
applying  formally  for  gov- 
ernment aid. 

• The  UK  government  is  to 
give  £2m  of  aid  to  Peugeot  to 
help  create  900 Jobs  at  its  UK 
base.  The  company 
announced  the  expansion 
last  December. 


Nissan  and  DakntefChryslar,  Tony  Woot&ty  urged  ministers 
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Accounting  body  defends  reporting  rewrite 


By  Jm  Kelly, 

Accountancy  Correspondent 


The  Accounting  Standards 
Board  will  today  republish 
its  controversial  framework 
for  the  Tuture  of  financial 
reporting  and,  despite  a sub- 
stantial rewrite,  will  insist  it 
has  stuck  to  its  guns  in  the 
face  of  critical  attack. 

When  the  board  published 
its  draft  statement  of  princi- 
ples in  1996  it  prompted  an 
unprecedented  attack  from 


Ernst  & Young,  one  of  the 
largest  accountancy  firms  in 
Britain,  that  academic  theo- 
rists were  using  tbe  UK  as  a 
"testbed". 

Sir  David  Tweedie.  board 
chairman,  yesterday  said; 
“The  dog-eared  accounting 
concepts  used  in  the  1980s 
were  simply  not  up  to  the 
task  of  dealing  with  the 
transactions  of  the  late  20th 
century  and  had  to  be 
replaced.” 

Despite  the  rewrite  and 


reaffirmation  of  traditional 
principles,  the  new  draft  will 
be  seen  as  a sign  that  tbe 
board  is  determined  to  con- 
tinue with  modernisation. 

Ron  Paterson,  technical 
partner  at  E&Y  and  the  man 
who  led  the  attack  in  1996. 
said:  “We  are  glad  this  thing 
is  finally  out  - especially  as 
it  has  taken  three  years  and 
Sir  David  says  he  hasn’t 
changed  it  We  will  be  study- 
ing it.” 

E&Y*s  defence  of  historical 


cost  accounting  and  Its  insis- 
tence that  the  A SB  was 
heading  towards  implement- 
ing more  current  cost 
accounting  prompted  com- 
plaints that  the  board  was 
experimenting  with  UK  busi- 
ness. 

“Although  that  draft 
attracted  more  letters  of 
comment  than  any  other 
document  published  by  the 
ASB.  important  aspects  of 
the  draft  were  not  well 
understood  - which  to  some 


extent  obscured  the  debate," 
said  Sir  David. 

At  the  time,  in  a heated 
public  debate.  Sir  David 
scorned  E&Y’s  rebuttal  of 
tbe  draft.  Eventually  the 
document  was  withdrawn  to 
be  redrafted.  E&Y  alleged 
that  the  board  planned  to 
elevate  the  importance  of 
the  balance  sheet  over  tbe 
profit  and  loss  account  by 
making  annual  accounts  a 
statement  of  asset  valuation 
rather  than  historical  record. 


Monica  Lewinsky  yesterday 
cancelled  all  press  Inter- 
views to  concentrate  on  a 
nationwide  tour  promoting 
her  biography. 

“She  is  quite  Bu-ey  and  on 
antibiotics  and  it's  a tight 
schedule,"  her  publisher  said 
yesterday.  The  former  White 
House  intern  leaves  London 
today  on  a tour  of  15  UK 
cities  to  autograph  copies  of 
Monica's  Story. 

Ms  Lewinsky,  who  has 
appeared  with  red  rims 
round  her  eyes  and  snuffling 
into  a handkerchief,  was 
reported  to  have  been 
unhappy  with  her  reception 
in  the  British  press.  One 
article,  by  a female  journal- 
ist, said  she  was  “vain  and 
shallow"  and  referred  to  her 
“thick  ankles". 

“I  know  1 should  take  tbe 
high  road,"  she  told  a radio 
interviewer  in  London.  “But 
when  a woman  writes  about 
another  woman  and  writes 
such  a derogatory  article, 
they  should  run  a full  page 
picture  of  themselves  as  well  i 
and  then  sometimes  people 
would  understand  where 
they  are  coming  from." 

A crowd  of  nearly  506  , 
Including  stockbrokers, 
accountants  and  traders  j 
queued  in  London's  financial  j 
district  yesterday  for  an  ! 
autographed  book.  An 
investment  banker  said;  “1 
wanted  to  see  for  myself  this 
person  who  has  caused  such 
a monumental  fuss  that  she 
nearly  wrecked  the  world’s 
number  one  democracy." 

The  book  has  already  been 
discounted  in  some  stores 
after  poor  sales.  But  the 
bookshop  where  she 
appeared  yesterday,  near  the 
headquarters  of  the  Lloyd's 
insurance  market,  said  it 
had  sold  479  copies. 

Some  City  workers  said 
they  hoped  the  book  with 
her  signature  would  be  a 
good  investment.  Jo  Ander- 
son. an  auditor,  said:  “I 
thought  it  would  be  worth 
something  later,  with  that 
inky  signature  inside." 


Privatised  railway  companies  were  criticised  yesterday  In  a 
report  on  the  derailment  of.  a freight  train  in  the  London 
suburbs  two  years  ago.  The  Health  & Safety  Executive 
ordered  improvements  in  the  management  of  railway 
safety  after  Its  investigation  revealed  a catalogue  of  fail- 
ures. Seven  wagons  of  a 19-wagon  train  were  demiled. 
Injuring  four  people  in  workshops  under  a viaduct  at  Bex- 
ley in  south-east  London. 

The  primary  cause  was  poor  track  condition,  while  one 
wagon  was  overloaded  and  the  train  was  exceeding  the 
speed  limit,  the  Investigation  found.  But  “ the  underlying 
«mkuw  of  the  accident  ware  failures  in  management  of 
safety  by  RaHtrack  and  its  contractors",  the  report  said. 
Training  of  the  driver  was  Inadequate  and  no  reassess- 
ment been  made  by  Connex  South  Central,  the  train  oper- 
ator and  a Vivendi  offshoot  Charles  Batchelor,  London 


RACIAL  DISCRIMINATION 


Blair  in  ‘zero  tolerance’  pledge 


There  will  be  “zero  tolerance”  of  racial  harassment  and 
discrimination  in  all  public  services  including  the  state 
health  service,  Tony  Blair,  the  prime  minister,  tokf  the 
House  of  Commons  yesterday.  His  comments  came  as  a 
government  education  inspector  said  many  schools  were 
“Institutionally  racist*  and  allowed  ethnic  minority  pupils  to 
under-achieve.  The  claim  was  made  at  the  launch  of  a 
report  by  the  Office  for  Standards  In  Education,  which 
says  Pakistani,  Bangladeshi,  black  Caribbean  and  gypsy 
traveller  children  are  not  making  adequate  progress.  Cliff 
Gould,  Ofsted  head  of  secondary  school  inspection,  said 
English  schools  were  guilty  of  unwitting  “institutional  rac- 
ism" - the  term  recently  used  in  criticism  of  London  police 
in  a report  about  the  murder  of  a blade  student  in  a Lon* 
don  street  The  National  Association  of  Head  Teachers 
said  “such  unfounded  allegations  make  no  positive  contri- 
bution to  solving  a longstanding  and  highly  complex  situa- 
tion". 


FOOD  POISONING 


E.coli  outbreak  ‘under  control’ 


Health  chiefs  in  north-west  England  were  confident  yester- 
day that  they  had  contra  Bed  an  outbreak  of  E.coli  food 
poisoning  which  affected  3B  people.  Sot  people,  including 
four  children,  were  still  in  hospital.  All  foe  patients  are 
believed  to  have  picked  up  the  infection  from  milk.  Dr 
Peter  Tipiady,  director  of  public  health  with  North  Cumbria 
Health  Authority,  said:  "The  fact  that  foe  number  of  people 
being  admitted  to  hospital  Is  falling  shows  that  foe  prompt 
action  has  been  effectively  controlling  foe  outbreak.” 

• Genetically  modified  crops  pose  unknown  risks  to  wild- 
life and  ecosystems  in  foe  British  countryside,  experts 
advising  the  government  told  MPs  today. 

Two  senior  scientists  from  English  Nature  said  the 
impact  on  natural  food  chains  of  crops  engineered  to 
increase  tolerance  to  weed  kilters  and  resistance  to  insects 
had  not  been  assessed.  Until  the  risks  ware  known  no 
attempt  should  be  mads  to  plant  genetically  modified 
crops  commercially,  they  told  the  House  of  Commons  sci- 
ence committee. 
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SCENIC  MOBILE  750.  Offering  a host  of  functions  never  seen  before,  this  notebook  Is  unique  among  mobile  computing 


devices.  Its  modular  design  features  mean  that  the  SCENIC  MOBILE  750  can  be  configured  to  match  individual  computing  needs  to  per- 
fection. And  with  its  removable  display  the  SCENIC  MOBILE  750  is  actually  two  devices  in  one:  a high-end  notebook  and  a presentation 


system  tor  use  w,ih  an  overhead  projector.  AH  the  d.splay  components  can  be  removed  quickly  and  easily.  Top-quality  multimedia  func- 
tionality >s  assured  by  the  ATI  graphics  chip  combined  mh  CD-ROM  and  DVD  drives.  After  all.  If  you  want  m stand  out  from  the  crowd 
you  have  to  be  more  then  juai  average?  For  more  mtunnation  see  wwwstemens. com/computer 
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THE  ARTS 


Brazilian 

odyssey 

Although  Nigel  Andrews  is  relieved  not 
the  get  the  Full  Schmaltzy  along  the  road 


Can  a feelgood  movie  also 
make  you  think?  Probably 
only  if  it  comes  from  outside 
Hollywood 

The  award-besieged  Brazil- 
ian film  Centra/  Station  - 

1998  Berlin  Golden  Bear. 

1999  Best  Actress  and  Best 
Foreign  Film  Oscar  nomina- 
tions - is  like  an  arthouse 
Paper  Moon  with  the  sexes 

reversed  Oldish  woman  and 
young  boy  pal  up,  go  on  the 
road  and  discover  them- 
selves and  each  other.  They 

CENTRAL  STAlioN 

Walter  Salles 

PATCH  ADAMS 

Tom  Shadyac 

PLEASANT^l^ 

Gary  Ross 

sch’izopous 

Steven  Soderbergh 

and  we  also  discover  much 
of  Brazil,  from  the  poverty 
pockets  of  Rio  - pockets  that 
make  up  most  of  this  city’s 
garment  - to  the  buzzing, 
broiling,  illimitable  heat  of 
the  sertao. 

This  film  is  so  good  that 
we  can  only  pray  director 
Walter  Salles  is  not  abducted 
by  Hollywood.  Other  gifted 
Latins  (Luis  The  Official 
Story  Puenzo,  Hector  fixate 
Babenco)  have  fallen  into 
the  dream  factory's  sudsy 
vats  never  to  resurface. 
Salles  too  has  a kldnappable 
ability  to  combine  acute 
social  analysis  with  easy- 
access  yamspinning. 

Central  Station  opens  in 
the  Babel  concourse  of  the 
title,  where  elderly  ex- 
teacher Dora  (Fernanda 
Montenegro)  exploits  her  gift 
of  literacy  by  writing  letters 
for  the  poor  and  promising 
to  post  them.  (She  saves 
stamp  money  by  stuffing 
most  of  them  in  a drawer.) 
These  missives  which  vary 
from  formal  to  fond  to  all- 
but-bodice-ripping  - “My  hot 
pussy  . . . your  boiling 


sweat ..."  - give  her  an 
insight  into  the  human 
heart,  but  she  is  a heartless 
biddy  herself.  She  only  pre- 
tends to  care  for  the  young 
urchin  Josue  (Vinicius  dl 
Oliveira),  un-mothered  when 
a truck  hits  his  parent. 
Promising  she  will  help  him, 
Dora  negotiates  to  sell  him 
for  adoption:  a euphemism, 
we  are  made  to  understand, 
for  organ  banditry. 

At  the  next  story  develop- 
ment film  goers  used  to  Tin- 
seltownish  sentimentality 
will  sigh  a sarcastic  "Oh.  of 
course!"  She  changes  her 
mind  and  sets  off  across 
country  with  him  to  rind 
Dad.  This  could  be  a Holly- 
wood plot:  10  years  ago  it 
might  have  starred  Ruth 
Gordon  and  Macaulay 
Cuban.  Dora  and  Josue  bond 
like  mad  ou  the  road,  outwit- 
ting creeps,  crooks  and  con- 
men,  and  end  up  finding  his 
family  while  she  is  left  to 
re-board  the  Rio  bus  and 
confront  - what?  Loneli- 
ness? Fulfilment?  A belated 
appreciation  that  the  whole 

world  is  her  family? 

The  film  doesn't  say  and 
its  open  ending  is  a triumph. 
Instead  of  getting  the  Full 
Schmaltzy  - the  boy  does 
find  his  half-brothers  but  pa 
is  still  elusive  - we  peer  into 
the  sun,  dust  and  untidy 
infinity  of  the  Brazilian  out- 
back (superbly  photographed 
by  Walter  Carvalho),  vainly 
seeking  in  its  Rorschach  pat- 
terns a simplistic  moral  to 
take  home.  All  we  take  home 
is  the  writhing  uncertainty 
of  a country's  life,  glimpsed 
in  pass-by  tableaux.  The 
train  so  crowded  that  bodies 
slither  in  and  out  through 
windows  like  cheese  through 
a grater;  the  police  who 
casually  shoot  dead  a run- 
away thief  on  the  street. 

Reality  deglamorised  is 
also  the  strength  of  the  main 
performance.  At  Berlin, 
Montenegro  won  and 
deserved  the  Best  Actress 
prize.  She  looks  like  Thora 
Hird  gone  subtropical.  The 
baggy,  wrinkled  face,  with 
its  spooked  but  vigilant  eyes, 


Bonding  like  mad  on  the  reach  Fernanda  Montenegro  and  Vimcaia  di  Oliveira  in  Waiter 


' award -besieged  film,  ‘Central  Station' 


can  be  funny,  malicious,  poi- 
gnant or  pixilated.  There  is  a 
wonderful  scene  where  she 
weeps  at  the  departure  of  a 
trucker  she  has  fallen  for 
Salles  films  her  face  through 
the  caf&  window's  slatted 
glass,  strip-layering  her  fea- 
tures like  an  exploded  com- 
puter diagram.  He  does  the 
same  figuratively  with  Brazil 
itself  and  its  vast,  shy  social 
tragedy.  Just  when  you 
think  this  film  is  most  soft- 
hearted it  is  most  hard- 
headed  and  keen  of  eye. 

★ 

Patch  Adams  is  so  soft- 
hearted that  if  you  per- 
formed a cardiac  exploration 
all  you  would  find  is  soup. 
This  sentimental  comedy  is 
based  on  the  true  story  of 
alternative  medicine  guru 
Hunter  Adams,  who  founded 
a clinic  to  promote  his  creed 
that  patients  can-should  he 
cured  by  love  and  humour. 
Tom  The  Nutty  Professor 
Shadyac  directs  and  Robin 
Williams  plays  - well,  we 
know  wbat  he  plays,  don't 
we?  It's  always  the  same. 
Humanity's  redeeming 


angel,  part  man,  part  child, 
part  Reader's  Digest  version 
of  Oliver  Sacks. 

If  I make  the  film  sound 
bad,  let  me  assure  you  it  is 
worse.  Real  cancer  victims 
play  the  children  guffawing 
at  Williams's  ward-room 
jokes  and  horseplay.  The 
hostile  senior  doctor  is  lit 
from  below  so  that  he  resem- 
bles Satan.  (In  reaction  shots 
at  the  same  desk  Williams  Is 
warmly  side- Illuminated  - 
who  fitted  up  the  hospital’s 
lighting.  Houdini?)  And  we 
are  asked  to  weep  tears  of 
laughter  when  Williams 
turns  an  enema  bulb  into  a 
red  nose.  Soon  he  is  going 
about  the  hospital  known  as 
an  "Enema  of  the  people"  or 
“Public  enema  number  one". 
Only  joking.  But  mentally 
rewriting  this  film  is  better 
than  just  sitting  and  endur- 
ing it. 

* 

PleasantviUe  - pleasant  but 
a touch  predictable  - is  the 
week's  third  feelgood  proj- 
ect. Writer-director  Gary 
Ross  has  an  enchanting  idea. 
Whisk  a 1990s  brother  and 


sister  back  to  the  1950s.  or  a 
TV  distillation  thereof,  and 
have  them  convert  that 
repressed.  hygienic, 
black-and-white  world  to  col- 
our, dab  by  dab,  liberal  idea 
by  liberal  idea. 

The  siblings  (Reese  With- 
erspoon. To  bey  Maguire)  are 
teleported,  courtesy  of  a 
magical  TV  repairman,  into 
an  long-running  sitcom  set 
in  the  title  town.  So  they 
must  battle  canned  laughter 
and  bits  of  preordained  plot 
as  well  as  women  with 
bobbed  hair,  balloon  skirts 
and  dimpling  smiles  and 
men  who  say,  “Honey,  Tm 
home"  and  expect  dinner  to 
be  in  the  oven. 

But  isn't  PleasantviUe  in 
danger  from  the  Ddjh  Vu 
Police?  We  have  been  here 
before,  surely,  and  I don't 
mean  in  the  1950s.  Films  like 
The  Brody  Bunch,  The  Tru- 
man Show  and  The  Purple 
Rose  of  Cairo  have  all  rifled 
away  at  the  notion  of  an 
Edenic  America  bolstered  by 
media  illustonism.  How 
many  times  can  you  laugh  at 
a picket  fence  or  Pepsodent 


smile,  or  unpick  the  closely- 
plaited  weave  of  reality  and 
pop-culture  self- persuasion 
in  American  "innocence"? 

Ross,  who  screenwrote  Big 
and  Dave,  deploys  clever 
techniques.  Colour  leaks 
detail  - here  a clock,  there  a 
flower  - into  the  mono- 
chrome (though  even  this 
goes  back  half  a century  to 
Powell's  A Matter  Of  Life 
And  Death).  And  there  are 
jokes.  In  a town  too  idyllic 
for  arson,  firemen  accus- 
tomed to  pet-rescue  respond 
only  to  calls  of  “Cat!" 

But  we  know  that  this 
uptight  quaintness  shading 
into  puritanism  will  finally 
be  saved  by  a breath  of  pre- 
millennial  free- thinking  - 
without,  of  course,  the 
town's  basic  decency  being 
destroyed  - and  two  hours  is 
a long  time  to  wait  for  the 
inevitable. 

* 

At  last  a feelbad  movie!  Ste- 
ven Soderbergh's  Schizopolis 
spearheads  a season  of 
American  Independent  films 
at  the  Curzon  Soho.  How 
refreshing  to  have  the  expe- 


rienced director  of  sex,  lies 
and  videotape  and  lately  Out 
Of  Sight  go  low-budget  for 
this  1996  satire  on  wacky 
thought  cults  - all  resem- 
blances to  Scientology  are 
purely  coincidental  - made 
for  lunch  money  with  a few 
friends. 

How  refreshing  and  yet. 
alas,  how  unwatchable.  Sod- 
erbergh, starring  as  well  as 
writing  and  directing,  plays 
the  dual  rale  of  speechwriter 
for  a New  Age  evangelist 
and  the  dentist  who  seduces 
the  speechwriter’s  wife.  At 
least  I think  that  is  what 
happens.  The  plot  behaves 
like  a Rubik  cube  run  amok, 
the  dialogue  is  sometimes  in 
Japanese  or  Spanish,  and  the 
only  laugh-out-loud  jokes  in 
what  presents  itself  as  a 
comedy  come  at  the  begin- 
ning and  at  the  end. 

You  may  escape  to  other 
films  in  the  season.  I com- 
mend Spike  Lee’s  vivid, 
indignant,  affecting  docu- 
mentary about  a multiple 
race  murder  Four  Little 
Girb,  his  best  work  since 
.Jungle  Fever. 


Drama  built  in  ambiguity 


THEATRE 

Speer 

AkneMa  Theatre,  London  HI 

The  little  Almeida  Theatre  in 
Islington  keeps  on  developing  an 
artistic  policy  as  grand  as  if  it 
were  in  fact  the  National  Theatre 
of  Great  Britain.  It  is  also  a haven 
to  actors.  British  and  foreign. 
Ralph  Fiennes.  Diana  Rigg,  David 
Suchet,  Juliette  Binoche,  Kevin 
Spacey  are  merely  among  the 
most  famous  names  to  have 
appeared  there  in  recent  seasons; 
the  week  in  which  Irene  Worth 
presented  three  different  pro- 
grammes is  still  remembered;  last 
autumn.  Ekkehard  Schall  and  his 
daughter  performed  a Brecht  pro- 
gramme here. 

Now  the  great  Austrian  actor 
Klaus  Maria  Brandauer  is  here, 
acting  the  role  of  Albert  Speer  in 
English,  alongside  Sven  Eric 


Bechtolf,  in  Speer  - a new  play 
written  for  Brandauer  by  Esther 
Vilar.  The  play  was  first  per- 
formed in  German  in  January 
1998  in  Albert  Speer’s  actual 
(large)  model  hall  in  Berlin's 
Academy  of  Arts;  Brandauer  also 
directs. 

I find  it  fascinating  that  the 
most  painful  ethical  and  historical 
issues  of  the  Third  Reich  are 
being  examined  more  intensely  in 
the  1990s  than  ever  before:  and 
that  they  are  feeding  into  theatre 
(and  film)  - indirectly,  as  in  Har- 
old Pinter's  last  play.  Ashes  to 
Ashes  (which  is  in  part  inspired 
by  Gitta  Sereny's  book  Albert 
Speer  - his  Battle  with  Truth), 
partially,  as  in  Michael  Frayn's 
current  Copenhagen,  or  wholly,  as 
in  Speer.  Ethical  and  historical 
issues  which  were  , still  being 
widely  brushed  under  the  carpet 
in  Britain  and,  doubtless,  else- 
where 20  or  30  years  ago,  are  now 
common  currency. 

Speer  has  engendered  some  con- 


troversy in  German.  How  could  it 
not?  Speer  is  one  of  the  most 
ambiguous  figures  in  the  history 
of  our  century.  An  ambitious 
architect,  befriended  by  Hitler  in 
1933.  he  became  Hitler's  minister 
for  war  production  in  1942  and 
helped  to  prolong  the  second 
world  war:  alone  among  Nazi 
leaders  in  1945,  he  admitted  culpa- 
bility at  Nuremberg:  he  main- 
tained that  he  assented  neither  to 
antirsetnitism  nor  to  genocide. 

Vilar' s play  tackles  all  this.  It  is 
a 90-minute  dialogue,  set  in  East 
Berlin  in  1980.  Speer,  now  aged  70. 
is  gradually  interviewed  by  the 
50- year-old  Hans  Bauer  about 
architecture,  about  the  anti- 
Semitic  housing  policies  of  1939. 
about  his  dealings  with  German 
nuclear  physicists,  and  more.  The 
interview  is  at  first  friendly  but 
becomes  a fierce . interrogation; 
and  the  interrogation  is  not 
entirely  one-way. 

Meanwhile  there  is  the  rare 
pleasure  of  observing  Brandauer 


act  in  the  flesh.  He  has  become 
well  known  to  anglophone  film 
viewers  after  almost  30  years’ 
work  in  international  movies,  but 
Speer  allows  viewers  the  chance 
to  observe  him  without  interrup- 
tion in  a completely  serious 
drama  and  in  a most  challenging 
role.  He  has  easy  dignity  and 
authority  - perfect  for  the  role  - 
and  much  of  his  acting  is  excep- 
tionally economical.  The  least 
twinkle  of  an  eye  or  change  of 
vocal  register  becomes  a matter  of 
consequence.  Again  and  again,  he 
exudes  Speer's  mixture  of  star- 
tling charm  and  inscrutable 
self-control.  Bechtolf  is  a worthy 
foil  for  him.  Seldom  do  we  have 
the  luxury  of  watching  two  actors 
of  this  Intelligence  and  mastery  in 
a play  of  such  weight. 

And  yet  I confess  I resisted 
Speer  as  both  a play  and  as  a 
production.  No:  “resist"  is  the 
wrong  word,  for  I was  struggling 
to  keep  .my  mind  on  it  and  even, 
as  it  progressed,  to  stay  awake. 
The  amalgam  of  Viter's  play,  Mar- 
tin Wagner's  translation  and 
Brandauer’ s direction  has  some- 
thing fatally  on  theatrical  about  it 


MUSIC 


Exudmg  Albert  Speer's  mixture  of  startling  charm  and  inscrutable  self-control: 
Klaus  Maria  Brandauer  «asa«  muu 


Both  actors  speak  English  well, 
but  their  accents  are  such  that 
often  they  place  a slight  barrier 
between  the  play  and  the  audi- 
ence's instant  comprehension. 
They  play  a large  part  of  it 
low-key,  but  the  intensity  of  this 
subdued  style  is  in  some  degree 
contrived  - just  as  the  one  major 
explosion  by  Brandauer /Speer 


also  feels  contrived.  And  - despite 
the  weight  and  range  and  occa- 
sional humour  - the  larger 
rhythm  of  Vilar's  play  plods.  One 
feels  the  grinding  gear-changes 
between  each  section  as  Lbe  play 
trundles  over  its  terrain,  inexora- 
bly, like  an  armour-plated  tank. 


Sponsored  by  AT&T. 


Goethe  weekend  supported  by 
Pritchard  Engtefidd  and  the 
Goethe-lnstitut,  London. 


international 

Arts 

Guide 


AMSTERDAM 

OPERA 

Netfceriands  Opera,  Het 
Muaektheater 

Tel:  31-20-551  8911 
Die  Zauberflote:  by  Mozart 
Conducted  by  Hartmut  Haencnen 
in  a revival  of  . 

staging  co-directed  by  Saskia 
Boddeke;  Mar  13, 15  _ , 

BERLIN 

CONCERT  . 

Staatsoper  unter  den  Linden 
Tel:  49-30-2035  4555 

www.staatsoper-berlin.oiyi 

Staatetepelle 

by  Peter  Schreier  tn  Bad!  s 
John  Passion,  with  theChor  des 
Mittekleutschen  Rundfunks. 

Mar  11 

EXHIBITION 
None  Nationalgalene 

Tel:  49-30-2660 
Max  Ernst  (1891 

retrospective  of  Vne  terrrM 

Surrealist;  to  May  30,  then 
transferring  to  Munch 

OPERA 


Deutsche  Oper 
Tel:  49-30-34384-01 
Rise  and  Fall  of'- the  City  of 
Mahagonny:  by  Kurt  Wefli. 
libretto  by  Brecht  New  staging 
by  GOnter  Kramer,  conducted  by 
Lawrence  Foster,  with  designs  by 
Gottfried  Friz  and  Isabel  Ines 
Glathar;  Mar  11, 14 

BOLOGNA 

OPERA 

Teatro  Communal© 

Tel:  39-51-529999  ■ ' 

La  Cena  defle  Beffe:  by 
Giordano.  Conducted  by  Bruno 
BartoJetti  in  a revival  of  Liliana 
Cavani's  staging,  first  seen  in 
Zurich  four  years  ago.  The  cast  is 
led  by  Daniela  DessI  and  Alberto 
Cupldo;  Mar  14, 18 

CHICAGO 

CONCERTS 
Orchestra  HaB 
Tel:  1-312-294-3000  . 
wvvw.  ducagosymphony.org 
Chicago  Symphony  Orchestra: 
conducted  by  James  Le^ne  ni 
Mahler's  Symphony  No.  3.  With 
mezzo-soprano  Michelle 

DeYoung,  women  of  the 
Symphony  Chorus  and  the  Glen 
Blyn  Children's  Chorus;  Mar  1 1 , 
12. 13  ||M 

EDINBURGH 

CONCERTS 
Queen's  Hall 

Tel:  44-131-668  2019  

Scottish  Chamber  Orchestra. 
Andrew  Litton  conduds  the 
world  premiere  of  Robm 
Holloway's  Double  Bass 


Concerto,  performed  by  Duncan 
McTier;  Mar  11 

LAUSANNE 

OPERA 

Opera  de  Lausanne,  Theatre 
Municipal 

Tel:  41-21-310  1600 
Dido  and  Aeneas:  by  Purcell/ 
Curlew  River,  by  Britten. 
Double-bill  conducted  by  David 
Stem,  with  the  Purcell  staged  by 
Marcel  Bozonnert  and  the  Britten 
by  Yoshi  Oida;  Mar  12, 14 

LILLE 

EXHIBITION 
Palais  des  Beaux  Arts 
Goya:  un  regard  libre. 
Small-scale  exhibition  which 
explores  the  range  and 
pecularities  of  the  painter's  work, 
includes  loans  from  around  the 
world;  to  Mar  14 

LONDON 

CONCERTS 
Royal  Festival  HaU 
Tel:  44-171-960  4242 

• London  Philharmonic 
Orchestra*  conducted  by  Jose 
Serebrier  in  a programme 
including  works  by  Stravhsky, 
Piazzolla,  De  Falla  and  Rodrigo. 
With  guitar  soloist  Slava 
Grigoryan  and  castanets  soloist 
Lucero  Tena;  Mar  12 

• London  Philharmonic 
Orchestra;  conducted  by  Paavo 
Berglund  in  works  by  Sibelius, 
Beethoven  and  Tchaikovsky,  with 
piano  soloist  Leif  Ove  Andsnes; 
Mar  14 

• Philharmonia  Orchestra: 


conducted  by  Christoph  von 
Dohn&iyi  in  Mahler's  Symphony 
No.  9;  Mar  13 

EXHIBITION 
Tate  Gallery 
Tel:  44-171-887  8000 
Jackson  Pollock:  arriving  in 
London  from  New  York,  this 
major  retrospective  of  the 
Abstract  Expressionist  comprises 
around  B0  paintings  and 
drawings  drawn  from  major 
public  and  private  collections 
worldwide;  from  Mar  11  to  Jun  6 

OPERA 

English  National  Opera, 

London  Coliseum 
Tel:  44-171-632  8300 
La  Traviata:  by  Verdi.  Revival  of 
Jonathan  Miller’s  staging 
conducted  by  Michael  Lloyd. 
Cast  includes  Alan  Opie  and 
Claire  Rutter,  Mar  11 


MILAN 

EXHIBITION 
Palazzo  Reale 

Tel:  39-02-8691  5738 
L'Anima  e 11  Votto:  (The  Soul  and 
the  Face);  major  exhibition  of 
portraiture,  comprising  370  works 
tanging  over  400  years.  Artists 
represented  include  Titian, 
Caravaggio.  Van  Dyck,  Picasso 
and  Francis  Bacon;  to  Mar  14 

MUNICH 

CONCERTS 
PhOharmonie  Gastrag 
Tel:  49-89-5481  8181 
• Bavarian  Radio  Symphony 
Orchestra:  conducted  by  Lorin 
Maazel  in  works  by  Mozart  and 


Bruckner.  With  piano  soloist 
Murray  Ferahia;  Mar  13 
• Munich  Philharmonic 
Orchestra:  conducted  by 
Gianluigl  GeJmetti  in  his  own 
Prasanta  Alma,  and  in  Rossini's 
Petite  Messe  salenneUe; 

Mar  11,12 

OPERA 

Bayerische  Staatsoper 
Tel:  49-89-2185  1920 
www.  staatsthoater.bayem.  da 
Katya  Kabanova:  by  Janacek. 
Conducted  by  Paul  Daniel  in  a 
staging  by  David  Pountney,  with 
sets  by  Stefan  os  Lazaridis  and 
costumes  by  Marie  Jeanne 
Leeca;  Mar  12. 14 


NEW  YORK 

CONCERTS 

Avery  Fisher  Hall,  Lincoln 
Center 

Tel:  1-212-875  5030 
www.HncolncGnter.org 
New  York  Philharmonic: 
conducted  by  Paavo  J&rvl  in 
works  by  Paul  Creston,  Bart6k 
and  J.  Brahms;  Mar  11, 12, 

13, 16 

EXHIBITION 

Whitney  Museum  of  American 
Art 

Tel:  1-212-327  2801 
Ray  Johnson  (1927-1995); 
Correspondences.  First  major 
museum  show  about  the  artist 
who  was  a progenitor  of  pop  and 
mail  art  The  150  works  on 
display  include  paintings, 
collages  and  mailings  from 
Johnson’s  New  York 
Correspondence  School;  to 
Mar  21 


OPERA 

New  York  City  Opera,  New  - 
York  State  Theater 
Tel:  1-212-870  5570 
www.nycopera.  com 
lizzie  Borden:  by  Jack  Beeson. 
New  production  conducted  by 
George  Manahan  in  a staging  by 
Rhoda  Levine,  with  Phyllis 
Pancella  in  the  title  role; 

Mar  13 

PARIS 

OPERA 

Op6ra  National  de  Paris,  Palais 
Gamier 

Tel:  33-1-43439696 
www.  opera-da-paris.  fr 
La  Clemenza  di  Tito:  by  Mozart 
Conducted  by  Ivor  Bolton  in  a 
staging  by  Willy  Decker  with 
designs  by  John  MacFarfane. 
Cast  includes  Theo  van  der 
Walt  and  Christine  Goerke; 

Mar  12, 15 

SAN  FRANCISCO 

CONCERTS 
Davies  Symphony  Hall 

Tel:  1-415-864  6000 
wwwAfsymphony.org 
Ban  Francisco  Symphony  and 
Chorus:  conducted  by  Herbert 
Biomstedt  in  Bach's  St.  John 
Passion;  Mar  11, 12, 13, 14 

SEATTLE 

OPERA 
Seattle  Opera 
Tel:  1-206-389  7676 
www.seaWeopera.org 
Vanessa:  by  Samuel  Barber. 
Conducted  by  Yves  Abel  in  a 
staging  by  Sharon  Ott  The  title 


role  is  sung  by  Sheri 
Greenawald/Ashiey  Putnam; 

Mar  13 

WASHINGTON 

CONCERTS 

Kennedy  Center  Concert  HaU 
Tel:  1-202-467  4600 
National  Symphony  Orchestra: 
conducted  by  Leonard  Slatkin  in 
the  world  premiere  of  John 
Corigliano's  A Dylan  Thomas 
Trilogy.  With  the  Choral  Arts 
Society  of  Washington  and 
baritone  Hakan  Hagegard;  Mar 
11. 12, 13 

TV  AND  RADIO 

• WORLD  SERVICE 

BBC  World  Service  radio  for 
Europe  can  be  received  in 
western  Europe  on  medium  wave 
648  kHZ  (463m) 

EUROPEAN  CABLE  AND 
SATELLITE  BUSINESS  TV 

• CNN  International 
Monday  to  Friday,  GMT: 

06.30:  Moneyline  with  Lou  Dobbs 
13.30:  Business  Asia 
19.30:  World  Business  Today 
22.00:  World  Business  Today 
Update 

• Buainess/Market  Reports: 

05:07;  06:07;  07:07;  08:20;  0920; 
10:20;  1120;  11:32;  12:20;  13:20; 
14:20. 

At  08:20  Tanya  Beckett  of  FTTV 
reports  live  from  L1FFE  as  the 
London  market  opens. 


Homage 
paid  to 
Goethe 


Johann  Wolfgang  von 
Goethe  turns  350  this  year. 
The  main  celebrations  are 
going  on  in  Germany,  of 
course,  and  in  London  the 

Goethe-lnstitut  is  doing  the 

honours.  Music  has  to  have 
a place,  for  composers  since 
Mozart  have  raided  Goethe 
for  lyrics  and  dramatic 
texts.  Last  weekend  the 
South  Rank  duly  mounted  a 
mini-festival,  Goethe:  Life. 

love  and  music. 

On  Saturday  Thomas 

Allen  and  the  lovely 

Norwegian  soprano  Solveig 
Kringelbom  explored  some 
of  the  Lieder  generated  by 
Goethe’s  poetry,  with  Roger 
Vignoles  at  the  piano  and 
Samuel  West  reading  from 
the  novel  Wilhelm  Meisters 
Lehrjahre.  In  the  tetter  the 
principal  characters  have 
many  “songs",  all  of  which 
have  been  set  again  and 
again  by  composers  from 
the  most  distinguished  to 
the  utterly  obscure. 

As  originally  announced, 
the  recital  promised  a feast 
drawn  entirely  from 
Wilhelm  Meister  songs, 
probably  matching  different 
versions  by  the  likes  of 
Beethoven,  Schubert, 
Schumann,  Liszt  and  Hugo 
Wolf.  But  in  the  event,  we 
got  a promiscuous 
programme  - 15 
miscellaneous  songs,  pins  11 
from  Wilhelm  Meister 
interspersed  with  readings 
(not  specially  illuminating) 

- that  went  on  for  two  and  a 
half  hours. 

At  least  it  gave  both 
singers  the  chance  to 
display  their  impressive 
dramatic  ranges,  and 
neither  of  them  seemed  to 
tire.  At  the  end,  Allen  was 
still  fresh  enough  to  deliver 
Wolfs  “rat-catcher"  song 
with  sharp,  sinister  wit  and 
Kringelbom  to  go  into 
thrilling  full  cry  with  “Hoch 
beglflckt  in  deiner  Liebe". 

Sunday  brought  a concert 
of  orchestral  music  inspired 
by  Goethe.  We  might  have 
had  Mahler’s  Eighth 
Symphony,  which  sets  the 
whole  last  scene  of  Faust  to 
music;  but  Mark  Elder  and 
the  Orchestra  of  the  Age  of 
Enlightenment  settled  for 
less  extravagant  pieces. 

They  began  with  a fine, 
stirring  account  of 
Beethoven's  overture  for 
Bgmoru.  Then  came 
Brahms’s  Alto  Rhapsody,  in 
which  the  mezzo  Jane  Irwin 
delivered  the  Goethe  verses 
with  dedicated  fervour. 

A less  familiar  choice  was 
Liszt’s  A Faust  Symphony: 
not  often  played,  still  less  by 
a proper  period-instrument 
band  like  the  OAE.  If  the 
diabolical  “Mephlstopbeles" 
finale  sounded  a tad  tame 
with  those  softer 
instrumental  voices,  the 
charms  of  Liszt’s 
orchestration  were  well 
served,  especially  in  the 
“Gretchen"  movement.  All 
in  all,  the  weekend  taught 
us  nothing  new  about 
Goethe;  but  it  made  a good 
excuse  for  parading  a lot  of 
good  music. 

David  Murray 
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COMMENT  & ANALYSIS 


SAMUEL  BRITTAN 

ECONOMIC  VIEWPOINT 


The  fiscal  backdoor 


It  is  not  the  amount  but  the  direction  of  Gordon  Brown's 
backdoor  redistribution  that  matters 


The  buzz  words  on  the  fiscal 
policy  of  the  British 
chancellor.  Gordon  Broun, 
have  been  "redistribution  by 
stealth”.  What  this  means  is 
that  he  has  redistributed 
income  and  resources  to  the 
poorer  members  of  the 
population,  or  those 
regarded  as  worthy,  by 
means  of  backdoor  tax 
increases  that  the  middle  or 
upper  range  of  taxpayers  has 
not  noticed  - or  at  least 
accepted. 

In  other  words,  he  has 
avoided  headline  increases 
in  tax  rates  with  which  old 
Labour  used  to  be 
associated.  Indeed,  he  has 
just  announced  a post-dated 
1 per  cent  cut  in  the  basic 
rate  or  income  tax  and 
further  cuts  in  corporation 
tax  rates. 

Two  different  questions 
arise.  First,  is  the 
redistribution  justified? 
Second,  how  has  he 
managed  to  gel  away  with 
it?  Some  Labour  spin  doctors 
talk  as  if  any  redistribution 
is  self-evidently  justified: 
some  right-wing 
commentators  as  if  it  is  all  a 
dreadful  sin.  But  unless  you 
regard  the  distribution  of 
wealth  produced  by  the 
accidents  of  inheritance  and 
changes  in  market  scarcities  , 
as  inherently  just,  some 
public  policy  i?  required. 

AH  Conservative  ! 

chancellors  have  presided  I 
over  a good  deal  of  ; 

redistribution  - indeed  their  j 
normal  reply  to  charges  ■:>!  ' 

widening  income  differences  , 
was  to  poinr  out  that  t'r.o**  j 
differences  re  much 
narrower  afi-.r  tax  and  '■'•CM!  , 
security  were  taker,  into  I 
account. 

On  the  other  hand.  ■ trios*  : 
your  ideal  i*  complete  1 

equality  'obtainable  os:!;.-  :n  1 
the  graveyard*  the*  direction  . 
of  the  redistribution  does  i 
matter,  as  well  a*  nc  effects  j 
on  incentive*.  j 

There  are  some  deeper 


issues  which  there  is  not 
spare  to  discuss  here,  but 
are  analysed  in  my  longer 
works  /Essays.  Moral, 

Political  and  Economic. 
Edinburgh  University  Press J. 
One  is  the  case  for  some 
stability  in  the  rules  of  the 
game  - preferably  extending 
aver  several  parliaments  and 
different  political  regimes. 

The  other  is  whether  more  of 
tbe  redistribution  in  an 
affluent  society  could  be  in 
the  form  of  cash  - via  what 
Mr  Brown  has  at  lung  last 
culled  a minimum  income 
guarantee  - and  less  in  the 
ferni  of  free  public  sendees 
in  kind  that  are  still  part  of 
Labour's  mantra. 

The  nature  of  the  ; 

redistribution  in  the  past 
couple  of  years  is  very  much 
what  is'popularly  assumed  - 
towards  children  and  the 
working  poor.  A purist 
liberal  might  say  that  a 
decision  to  have  children  is  a 
personal  matter  that  the 
state  should  not  encourage 
or  discourage.  But  an 
equally  good  liberal  reply  is 
that  children  did  not  ask  to 
be  bom  and  poverty  today  is 
heavily  concentrated  among 
families  with  children, 
especially  one  parent  or 
unemployed  or  one  income 
one? 

This  desirable 
red  it  tri  button  has  been 
marred  by  three  measures  of 
gesture  politics.  They  are: 

9 The  insistence  on  a in  per 
rent  slur  ting  band  for 


income  tax; 

• The  extra-large  Working 
Families  Tax  Credit  for 
mothers  who  go  out  to  work; 

• The  minimum  wage. 

It  has  often  been 

demonstrated  that  the  best 
way  of  helping  low  income 
families  Is  by  higher 
benefits;  and  the  next  best 
one  by  raising  the  tax 
threshold  by  more  than  the 
chancellor  has  done:  the 
least  efficient  of  all  is  the 
low  tax  band.  What  the  three 
have  in  common  is  that  they 
are  pieces  of  baggage  that 
Labour  did  not  manage  to 
drop  In  the  course  of  its 
policy  reviews  and  have 
attained  the  sacred  status  of 
manifesto  commitments,  not 
to  be  questioned  by  advisers 
or  civil  servants  who  want 
to  be  listened  to  on  other 
matters. 

A more  favourable  verdict 
is  possible  on  how  the 
revenue  has  been  raised.  The 
main  way  of  raising  revenue 
without  raising  marginal  tax 
rates  is  by  removing  or 
reducing  allowances.  This 
does  mean  tbat  those 
affected  start  paying  the 
basic  rate  or  tax.  lower  down 
in  the  income  scale:  but  at 
(east  they  do  not  find  that 
extra  effort  or  initiative  is 
penalised  by  the  70-90  per 
cent  marginal  tax  rates  that 
used  to  obtain  and  that  bave 
been  almost  eliminated  at 
the  bottom  as  well  as  the  top 
of  the  income  scale. 

Moreover,  a good  many  of 


Combined  effect  of  government’s  reforms  on  high  marginal 
las  and  benefit  withdrawal  rates 
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the  relieis  affected  were,  like 
the  so-called  married 
allowance  or  mortgage 
Interest  relief,  simply 
concessions  to  special 
interest  groups  that 
distorted  the  economy  and 
which  most  Conservative 
chancellors  would  have  liked 
to  abolish  if  the  prime 
minister  of  the  day  had 
allowed  them. 

How  has  the  chancellor 
got  away  with  the  squeeze 
on  the  middle  classes  whom 
Tony  Blair  attracted  to 
Labour?  An  important 
reason  is  that  the  main 
squeeze  on  personal 
disposable  income  took  place 
in  the  first  year  or  two  of 
Labour  rule  when  there  was 
still  euphoria  about  the 
change  of  government.  The 
potentially  most  unpopular 
move  - the  withdrawal  of 
the  tax  credit  for  pension 
funds  - was  announced  in 
the  first  1997  Budget. 

It  is  often  said  that 
employees  will  only  notice  it 
when  they  retire  and  find 
their  pensions  less  than  they 
expected.  But  for  those  in 
earnings- related  schemes  the 
proximate  cost  will  have  to 
be  borne  by  employers  and 
the  ultimate  effects  diffused 
through  the  economy. 

Mortgage  interest  relief 
had  already  been  heavily- 
squeezed  by  Conservative 
chancellors  after  Lady 
Thatcher's  departure,  so  its 
elimination  is  not  felt  as  a 
big  deal.  The  blows  have 
been  further  softened  by  the 
reductions  in  shon-term 
interest  rates  whicb  bave 
reduced  mortgage  payments 
before  tax.  These  of  course 
are  not  a free  lunch.  The 
adverse  effects  are  felt  by 
millions  of  people  with  small 
savings  accounts  who  will 
now  receive  less. 

On  the  whole  the 
government  has  done  a good 
job  at  satisfying  its 
traditional  constituencies 
without  imposing  new 
burdens  on  business  and 
enterprise  and  in  some  ways 
actually  reducing  them.  One 
can  say  this  even  if  one  is 
sceptical  about  the  special 
breaks  for  the  fashionable 
“winners"  of  today,  such  as 
information  technology. 

They  have  made  the  -a:: 
system  and  the  grant  system 
needlessly  coni  plicated  and 
have  created  an  accountants' 
benefit  bonanza. 

The  total  net  so-called 
budget  giveaway  is  best  seen  i 
from  the  figure  of  SS.Sbn  1 


which  is  the  Treasury’s 
estimate  of  the  annual 
impact  net  of  all  the 
measures  by  2001-02.  There 
are  a few  big  revenue 
raisers.  The  most  important 
are  the  tax  on  the  business 
use  of  energy  (known  in 
New  Labourspeak  as  a 
“climate  change  levy";;  the 
end  of  mortgage  interest 
relief  and  the  increased 
employee  upper  earnings 
limits  for  National 
Insurance.  AD  these  three 
are  to  be  welcomed. 

.Another  source  is  the 
reduced  estimates  for  social 
security  benefits.  These  arise 
partly  from  tightening  up 
and  partly  from  the  trend  to 
lower  unemployment 
evident  since  the  mid- 1930s. 

A further  source  is  lower 
national  debt  interest,  which 
is  ultimately  due  to  lower 
inflation  where  the  present 
trend  set  in  - as  the  “Red 
Book"  charts  themselves 
demonstrate  - during  the 
last  parhamenL  They  may 
all  be  threatened  in  the 
medium  term  by  the  trend  to 
re- regulation  coming  from 
London  as  well  as  Brussels. 

But  the  biggest  source  of 
all  is  "fiscai  drag”,  namely 
the  automatic  increase  in 
the  government’s  revenue 
take  that  comes  with 
economic  growth  in  a tax 
system  not  indexed  to  real 
earnings.  This  source  would 
of  course  be  threatened  if 
world  economic  shocks 
reduce  growth  even  below 
the  more  cautious  of  the 
chancellor's  alternative 
i projections,  as  they  easily 
| could.  For  instance,  every  1 
j per  cent  shortfall  of  growth 
! below  forecasts  is  estimated 
i to  Add  a cumulative  per 
' annum  to  Treasury 

borrowing.  The  right  course 
i would  then  be  to  si:  it  out 
and  base  policy  on  the 
cyclically-adjusted  estimates 
despite  the  difficulty 
explaining  these  to  the 
cruder  spirits  in  the  media 
and  the  financial 
world. 

Overall,  the  broad 
direction  of  fiscal  policy 
under  Mr  Brown  has  been 
right,  but  it  has  beer,  marred 
by  new  Labour's  aannyish 
tendency  to  tell  people  whs: 
is  good  and  tad  for  them.  I: 
is  also  not  helped  by  a 
propagandist  form  :*f 
presentation  :na:  makes :: 
unnecessarily  difficult  to 

ascertain  what  is  rsally 
happening  uncer  aiS  the 
froth. 


LETTERS  TO  THE  EDITOR 
Customer  the  arbiter  of  brand  value 


| From  Mr  Richard  Mcilarais. 

Sir.  It  appears  misguided 
| to  forecast  the  demise  of  the 
i “product  brand"  and  the 
ascendancy  of  the  “phlloso- 
i phy  brand''  t “Fading  stars  of 
the  global  stage".  March  55. 
The  fact  that  some  “product 
brands"  fail  to  sustain  cus- 
, Tomer  relevance  is  no  reason 
to  rfo-Tin  tie  genre.  Perhaps 
one  should  rather  question 
the  interbrand  valuation 
method  which  identities 
valuable  brand  assets  that 
can  apparently  atrophy 
almost  overnight.  And 
attempts  to  create  “philoso- 
phy brands"  may  prove  to  be 
little  more  than  a fashion 
fad.  This  seems  at  odds  with 


creating  a brand  as  an 
enduing  Identity  which  cus- 
tomer value. 

Many  organisations,  quite 
rightly,  carefully  invest  to 
create  and  protect  their 
brand  . assets.  They  are 
acutely  aware  that  custom- 
ers are  the  arbiters  of  brand 
value  and  relevance.  As  a 
result  they  carefully  track 
the  relative  importance  of 
the  product  and  service  attri- 
butes which  underpin  a 
brand  proposition  for  each 
customer  segment.  They 
realise  that  brand  invest- 
ments will  pay  off  only  if  the 
brand-related  revenue 
streams  more  than  offset  the 
cost  of  brand  creation.  And 


with  changing  customer 
tastes,  in  part  a reflection  of 
increased  choice,  those  in 
the  brand  investment  game 
must  have  the  timely  infor- 
mation to  allocate  resources 
only  to  those  product  and 

service  attributes  that  then- 
target  customers  wflT  pay 
for.  Such  information  is 
probably  more  useful  than 
an  overall  financial  assess- 
ment of  brand  value  which 
is  backward  looking. _ 


^1!1  , 
' "devil  J 


Richard  McManus, 
partner. 

Price  water  ho  useCooperSy 
580  George  Street,  • 
Sydney  NSW  1171. 
Australia 


Russian  debt  restructure  a no-win  situation 


i Front  Mr  Tiir.otira  Ask. 

Sir.  Paris  Club  members 
should  think  carefully  about 
: the  long-run  consequences  of 
their  actions  if.  as  your 
; articie  “Sharp  fail  in  interna - 
: tional  Russian  debt"  (March 
. 2;  argues,  they  are  seeking 
to  force  euro  herd  holders 
. into  any  Russian  debt- 
1 restructuring  pro-res*. 

Such  an  outcome  would 
. surely  be  a uo-v.-in  situation 
for  ail  concerned.  Holders  of 
sll  such  erz-rrrinsr  market 
. bends  would  see  the  price  of 
. i he:'  assets  zlzr.zs.  The 
global  financial  system 
would  receive  yet  another 
sheer:  ;ur.  when  -t  is  begin- 


ning to  stabilise.  Emerging . 
market  economies  would  be 
penalised  by  higher  interest, 
subduing  their  development 
and  leaving  Paris  Club  mem- 
bers shouldering  a larger 
burden  of  their  long-term 
financing  needs. 

Meanwhile,  claims  that 
so-called  comparability  is 
required  to  ease  fears  over 
moral  hazard  are  surely  mis- 
placed. In  Russia's  case,  hav- 
ing seen  the  value  of  their 
$12  bn  stock  of  GKO  assets 
fail  by  almost  S3  per  cent 
and  their  stock  of  longer- 
term  London  Club  debt  fall 
by  around  90  per  cent,  com- 
mercial creditors  have 


surely  had  their  eyes  opened 
. to  tbe  level  of  risk  m lending 
to  Russia  and  other  emerg- 
ing markets.  Even  eurobond' 
holders  have  taken  .some  erf 
the  strain,  seeing  the, value 
of  their  Russian  portfolios 
fall  by  more  than  S/Or  per 
cent.  Set  .against  -this.  Pans. 
Club  holders'  talk  of  writing 
off  one  half  of  -debt  owed 
by  Russia  seems  r fatriy  ■ 
equitable. 


Timothy  Ash, 
economist,  emerging 
markets. 

Westdentsche  Landes  bank. 
33/36  Gracedurch Street, " 
London  EC3V  0AX.  UK 


Drawing  a line  in  the  sand 


n Mr  Stczr.m 
M ' 

S;.*.  ..“.ere  sre  time*  when 
iru  social  justice 
i;c:s:=  :1a:  ieiter  of  the 

law  - or  treaty  - be  ignored. 
There  are  zo  c'cr.reuir.g  res- 
!‘t:  ;;  iesr:;."  ;1t?  lives  of 
— tr.e  r -tv. 2..’.  tanaua  farmers 
ir.  the  Csribbeir  in  t-rdtr 
that  a c:u;ie  c:  giant  corpo- 
ra::::*;? run  ruox-.  a fe.v  mere 
•iohar*. 

Tr.ere  rre  *.:z:e*  when  :: 


makes  sense  to  draw  a line 
in  the  sand.  It  is  a sad  com- 
mentary that  there  are  lead- 
ers who  believe  that  this  is 
not  one  of  those  rimes.  They 
are  not  using  whatever  com- 
mon sense  nature  bestowed 
on  them. 

What  a pity! 


Happy  for  24 
hours  a day 


From  Ms  Claudia  Binagfn. 

Sir.  Further  to  Richard 
Donkin's  report  on  job  satis- 
faction ("Happiness  at 
work".  March  5).  it  Is  often 
said  that  the  self-employed 
work  24  hours  a day  but  at 
least  they  can  choose  which 
24  hours! 


Stephen  M.  Schmitt. 

510  Canyon  Creek  Drive, 
Richardson. 

Texas,  US 


Claudia  Blnaghi.  _ . _ . 
! 200  West  16th  Street. 
New  York,  NY10011,  US 
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QUENTIN  PEEL 


European  Pensions 


White  man’s  burden-sharing 


France  and  Britain  shouia  ditch  the  colonial  legacy  of  rivalry  in  Africa  and  join  forces  to  y 
promote  peace  and  development  on  the  continent  V 
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Sometimes  it  seems  to  take  a 
particularly  ghastly  event  to 
shock  us  into  paying 
attention  to  tbe  obvious. 

Thus  it  may  well  be  with  the 
murders  of  four  game 
rangers  and  eight  western 
tourists  in  Uganda. 

The  tourists  appear  to 
have  been  singled  out  for  tbe 
simple  fact  that  they  spoke 
English.  For  the  killers  were 
French-speaking  Hutu 
refugees  from  neighbouring 
Rwanda.  They  seem  to 
blame  Uganda  in  particular, 
and  the  English-speaking 
world  in  general,  for  the  loss 
of  their  homeland. 

Those  murders  are  a 
terrible  indictment  of  the 
legacy  left  in  Africa  by 
Britain  and  France,  the  two 
main  colonial  powers  on  the 
continent  Not  only  did  they 
scramble  for  ever  bigger 
slices  of  empire  from  the 
start,  but  even  now  the  days 
of  empire  are  over  they  have 
continued  to  bicker  and  plot 
to  outmanoeuvre  one 
another. 

All  the  more  remarkable, 
therefore,  is  the  { 

Anglo-French  meeting  due  to 
take  place  today  in  Abidjan, 
the  capital  of  Cote  d'Ivoire 
between  Robin  Cook,  the 
British  Foreign  Secretary, 
and  Hubert  Vedrine,  his 
French  counterpart.  It  is 
remarkable  both  because  it 
has  taken  so  long  to  launch 
such  an  Initiative  between 
the  two  European  Union 
partners  most  closely 
involved  in  Africa;  and 
because  the  rivalry  is  taken 
for  granted  to  this  day 
between  diplomats  across 
the  continent. 

The  initial  purpose  of  the 
Abidjan  talks  is  modest.  Mr 
C-ook  is  simply  looking  for 
! “clearer  procedures  for 
working  together".  Yet  the 
bloody  reality'  of  those 
Ugandan  murders  should 
force  both  sides  to  be  much 
more  ambitious. 

The  trouble  is  that  the  gap 
to  be  bridged  is  very  deep: 
this  is  about  rewriting 
history,  not  Just  defusing  a 
little  local  rivalry.  The  whole 
approach  to  Africa  of  these  I 
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two  European  neighbours 
has  been  profoundly 
different  and  it  can  scarcely 
be  changed  overnight. 

The  French  saw  their 
colonial  role  as  a "civilising 
mission"  to  bring  French 
culture,  and  above  all  the 
French  language,  to  the 
continent.  If  a black  man 
could  speak  French,  he  was 
accepted  as  a Frenchman. 
From  that  has  stemmed  a 
post-colonial  culture  which 
has  seen  Francophone  Africa 
integrated  far  more  closely 
into  French  political  life 
than  anything  tbe  British 
have  ever  contemplated.  The 
former  colonies  have  their 
own  ministry,  their  own 
deputies  in  the  nation?! 
assembly’,  and  their  own 
currency,  tied  to  the  French 
franc  (and  the  euro). 

The  British  style  was 
always  more  distant:  to 
impart  a system  of  laws  and 
institutions  to  these 
countries,  and  then  rule 
Lhem  indirectly  through 
their  traditional  chiefs  and 
princes.  As  for  the 
post-colonial  relationship,  it 
has  kept  that  distance: 
exploiting  the  traditional 
links  o?  trade  and  culture, 
without  formalising  them. 

What  has  proved  most 


frustrating  for  the  British  is 
that  French  neo-colonialism 
seems  to  have  proved  more 
effective,  at  least  in 
promoting  prosperity.  Ghana 
and  Nigeria  had  more 
economic  potential  than  any 
French  colony,  yet  today 
Cote  d'Ivoire  is  the  most 
prosperous  country  in  West 
Africa. 

And  yet  the  inspiration  for 
today's  meeting  has  come 
more  from  Paris  than 
London.  For  the  realisation 
had  slowly  dawned  in  the 
French  capital  that  its 
African  policy'  was 
unsustainable:  it  could  not 
afford  the  cost  of  up  to  10.000 
troops  on  tbe  continent,  nor 
of  preserving  an  artificial 
exchange  rate  for  the  CFA 
franc. 

France  has  also  seen 
embarrassing  and  costly 
setbacks  to  its  strategy.  In 
Rwanda,  its  support  for  tbe 
Hutu  majority  almost 
certainly  contributed  to  the 
genocide  of  1994.  Then  in 
Zaire,  now  the  Congo,  it 
continued  to  back  the 
corrupt  rule  of  Mobutu  Sese 
Seko  long  past  his 
sell-by-date. 

The  British  can  scarcely 
afford  to  gloaL  Nigeria  may 
be  returning  to  democracy. 


but  the  process  is  fragile  and 
its  economy  is  in  a desperate 
plight  Corruption  and 
mismanagement  have 
undermined  Kenya,  once  the 
jewel  of  the  empire  in  East 
Africa.  And  so  on,  in 
English-speaking  Africa,  as 
in  French. 

It  is  a grim  record  for  the 
meeting  in  Abidjan  to 
contemplate.  And  the  danger 
is  that  the  two  sides  are 
being  driven  together  not  by 
a positive  shared  vision  of 
what  might  be  done,  but 
rather  by  a defensive  need  to 
share  the  burden  of 
managing  the  continent's 
woes. 

Certainly  there  is  huge 
scope  for  cooperation. 

Take  the  Congo.  The  former 
Belgian  colony  is  rapidly 
becoming  the  focus  for  a 
disastrous  regional  conflict 
as  its  civil  war  sucks  in 
neighbouring  states,  from 
Anglophone  Uganda.  Zambia 
and  Zimbabwe  to 
Francophone  Congo 
Brazzaville  and  Gabon.  Here 
is  a perfect  case  for  France 
and  Britain  to  send  a joint 
peace-making  mission  round 
the  region,  to  urge  their 
erstwhile  "clients'"  to  talk. 

But  what  the  two  sides 
need  Ls  more  Ilian  crisis 
management.  It  is  a shared 
vision  of  what  Europe 
should  lie  doing  in  Africa,  its 
own  backyard,  to  promote  a 
genuine  partnership,  with 
benefits  for  both  continents. 
Thc-y  need  to  analyse  and 
define  what  those  benefits 
may  be.  and  set  a clear  list 
of  priorities  for  joint  action, 
to  replace  the  destructive 
competition  of  recent  years. 

Don't  let's  knock  it.  This 
meeting  can  take  a huge 
first  step,  provided  it  is  more 
than  symbolic.  But  there  is  a 
long  way  to  catch  up.  Tbe 
dangers  of  doing  nothing  are 
depressing!}'  clear:  that 
Africa  will  become  an 
exporter  not  or  raw 
materials,  but  of  its  own 
misery,  of  drugs,  disease  and 
crime.  That  is  a grim 
colonial  legacy  for  the  two 
leading  colonial  powers  to 
contemplate. 
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Against  Chinese 
devaluation 


Depreciation  of  the  Chinese 
renminbi  Is  being  discussed,  yet 
again.  Yet  the  extraordinary 
feature  of  this  long-running 
debate  is  that  it  is  happening  at 
all  For,  on  every  normal  crite- 
rion, the  question  would  rather 
be  how  far  the  Chinese  cur- 
rency is  to  be  revalued. 

China  has  a managed 
exchange  rate,  buttressed  by 
exchange  controls.  Thus  the 
currency's  value  reflects  a 
deliberate  policy  decision.  Why 
then  might  the  authorities  con- 
sider devaluation? 

Are  they  perhaps  running  out 
of  foreign  exchange  reserves? 
Hardly,  is  the  answer.  At  the 
end  of  1998.  reserves  were 
51 45b n,  the  second  highest  in 
the  world,  after  Japan’s.  Is  the 
trade  balance  weak?  Absolutely 
not  is  the  response.  The  bal- 
ance was  a colossal  plus  $49bn 
in  1998.  Is  the  current  account 
fragile?  Certainly  not,  is  the 
answer.  The  surplus  was  a 
more  than  healthy  $30bn  last 
year,  as  much  as  3 per  cent  of 
gross  domestic  product.  China 
is  also  die  world's  second  larg- 
est recipient  of  foreign  direct 
investment;  its  external  debt  is 
a mere  15  per  cent  of  GDP;  and 
Its  reserves  are  five  times  as  big 
as  its  short-term  debt. 

The  question  then  is  why 
anyone  would  even  consider 
devaluing  a currency  backed  by 
so  strong  an  external  position. 
To  this  there  are  only  two 
answers,  both  bad. 


The  first  is  that  there  is  a 
colossal  amount  of  illegal  capi- 
tal flight,  estimated  by  the 
Economist  Intelligence  Unit  at 
$67bn  last  year.  This  would 
indeed  tend  to  weaken  the  cur- 
rency. One  response  is  that 
were  it  not  for  this  flight, 
reserves  would  be  rising  by 
close  to  S70bn  a year,  almost 
certainly  forcing  a revaluation. 
Another  is  that  much  of  this 
flight  must  be  driven  by  irre- 
sponsible talk  of  devaluation. 

The  second  answer  is  that 
Chinese  growth  is  slowing, 
though  it  still  remains,  accord- 
ing to  China’s  own  figures, 
quite  healthy.  But  this,  though 
apparently  advanced  in  all  seri- 
ousness, is  hardly  an  excuse. 
China  would  be  effectively 
arguing  that  it  is  entitled  to 
compensate  for  a failure  to  exe- 
cute growth -enhancing  domes- 
tic reforms  by  pursuing  export- 
led  growth,  even  at  a time  of 
great  fragility  among  its  neigh- 
bours. This  policy  would  almost 
certainly  fail,  it  would  also  do 
huge  damage  on  the  way. 

A Chinese  devaluation 
should,  quite  simply,  be 
unthinkable.  The  leadership 
should  never  have  been  praised 
for  not  doing  what  they  should 
not  even  have  been  contemplat- 
ing. In  current  circumstances  a 
depreciation  would  amount  to  a 
particularly  ill-timed  and  inde- 
fensible piece  of  predatory  mer- 
cantilism. The  Chinese  should 
be  told  to  reform,  instead 


CAP  price  cuts 


With  European  farm  ministers 
locked  in  another  marathon 
negotiation,  reform  of  the  com- 
mon agricultural  policy  (CAP)  is 
urgent  It  is  a key  dement  of  the 
wider  overhaul  of  EU  finances 
which  the  Berlin  summit  later 
this  month  is  due  to  tackle.  Fail- 
ure at  that  summit  would  delay 
reform  until  the  autumn,  and 
seriously  bold  up  negotiations  to 
bring  east  European  countries 
into  the  Union. 

But  a good  reform  is  also  vital. 
The  main  test  should  be  the 
depth  of  the  cuts  it  makes  in  the 
guaranteed  prices  the  EU  pays  to 
its  farmers.  Even  the  Brussels 
Commission's  initial  proposals  of 
15-30  per  cent  cuts  would  not 
have  brought  EU  prices  down  to 
world  levels,  except  perhaps  in 
cereals.  Nor  would  they  touch 
the  ElTs  variable  levy  which  pre- 
„ vents  cheaper  world  food  ever 
V undercutting  home  produce.  But 
the  nearer  EU  prices  get  to  world 
levels,  the  more  they  will  encour- 
age the  efficiency  which  is  badly 
needed  in  many  areas  of  Euro- 
pean farming. 

If  EU  farmers  were  treated  like 
anyone  else,  they  would  get  no 
compensation  for  price  cuts.  But 
the  need  to  provide  some  com- 
pensation is  a political  reality  in 
Europe.  The  question  is  who  is  to 
pay  for  it,  when  the  Union  is 
pledged  to  switch  budget 
resources  from  farm  support  to 
pave  the  way  for  enlargement. 


Eat  or  be  eaten 


Economic  and  monetary  union 
hac  already  provided  the  impetus 
for  big  alterations  in  the  Euro- 
pean VwTiiring  landscape.  The  hos- 
tile bid  by  Banque  National e de 
Paris  for  rivals  Soci£t6  Gtoferale 
and  Paribas  brings  an  uncharac- 
teristically Anglo-Saxon  flavour 
to  events.  And  in  due  course 
Credit  Lyonnais  will  be  priva- 
tised with  much  fanfare. 

The  stage  is  thus  set  for  the 
overdue  rationalisation  of  French 
hanking.  But  do  not  assume  that 
the  Anglo-Saxon  overlay  guaran- 
tees an  economically  efficient 
structure  for  the  industry.  There 
is  a language  problem  here. 

In  privatising  Credit  Lyonnais 
the  French  government  is  not 
looking  for  the  most  efficient  cap- 
ital structure.  It  wants  a core 
group  of  friendly  insider  share- 
holders to  pre-empt  unsuitable 
corporate  reshuffling- 

As  for  rationalisation,  it  does 
not,  in  France,  necessarily  mean 
the  elimination  of  spare  capacity 
in  the  high' street  or  the  slim- 
ming of  surplus  employees. 
Finance  minister  Dominique 
Strauss-Kahn  has  said  that 
employees  must  not  pay  the  price 
for  endless  restructuring.  Ana 
the  bankers  have  listened. 

BNP,  before  its  latest  move, 
promised  to  give  extensive  job 
guarantees  at  Credit  Lyonnais  if 
St  was  allowed  a significant 
stake.  And  the  reason  Socifete 
Genferale  made  its  cosy  offer  tor 
Paribas  before  being  so  rudely 
interrupted  by  BNP  was  partly 


that  Paribas  had  no  branches. 
There  was  thus  no  need  for  a 
politically  tricky  rationalisation. 

What  drives  these  ownership 
^h»ngRs  is  an  obsession  with  size. 
The  French  government  believes 
that  consolidation  of  ownership, 
as  opposed  to  consolidation  of  the 
industry,  would  somehow 
improve  the  international  com- 
petitiveness of  French  banking. 

BNP  says  that  a takeover  of  the 
other  two  banks  would  create  “a 
French  champion  in  the  Euro- 
pean banking  industry  and  a 
major  player  at  world  level". 

Chief  executives  have  an 
instinctive  drive  far  size  regard- 
less of  nationality.  So,  too,  do  the 
stock  market  analysts  who 
declare  that  there  is  now  pres- 
sure on  the  other  banks  to  make 
a move  to  avoid  being  ‘imarginal- 
ised".  Size,  of  course,  tends  to 
deliver  bigger  pay  to  chief  execu- 
tives, while  mergers  provide  fees 
for  the  analysts'  employers. 

Perhaps  the  takeovers  that 
result  will  deliver  efficiency 
gains  and  higher  equity  returns. 
Note,  fh™Tgh  that  BNP's  strat- 
egy is  not  unlike  the  one  that  led 
to  insolvency  at  Credit  Lyonnais. 
Personalities  and  pique  will  play 
a big  part  in  the  outcome  of  the 
bids.  And  nobody  dares  talk 
explicitly  about  cost-cutting 
redundancies.  Outside  sharehold- 
ers will  no  doubt  be  told  that 
their  interests  will  be  treated 
with  the  utmost  respect  in  tins 
rationalisation.  The  innocent 
among  them  wffl  be  grateful 


Dangerous  liaisons 

Even  if  BNP’s  hostile  bid  for  SocGen  and  Paribas  is  rebuffed,  the  traditionally  closed  world  of 
French  banking  will  never  be  the  same  again,  say  Samer  Iskandar  and  Robert  Graham 
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The  French  invented  the 
idea  of  a manage  a trots. 
Now  this  concept  is 
being  extended  to  bank- 
ing with  the  unexpected  hostile 
bid  by  Banque  National  de  Paris 
to  take  over  Paribas  and  SodGtG 
G6n6rale  and  create  Europe's 
largest  bank  by  assets  (though 
not  by  market  capitalisation). 
The  move  would  lock  three  large 
executive  egos  in  an  improbable 
embrace,  when  two  of  them  had 
already  agreed  to  a match. 

A month  ago,  SocGen  and  Pari- 
bas agreed  to  merge.  They 
worked  out  a relatively  simple 
modus  vivendi:  Daniel  Bouton, 
SocGen 's  chairman  and  the  coun- 
try’s youngest  bank  chief  at  48, 
was  willing  to  let  Andre  Levy- 
Lang.  chairman  of  Paribas,  the 
consenting  target,  to  be  the  chef 
de  famine  until  his  retirement  in 
a couple  of  years. 

Now  Michel  Pfebereau,  chair- 
man of  BNP,  has  muscled  in  on 
this  cosy  domestic  scene.  He  is 
offering  an  ill-defined,  three-way 
arrangement  for  running  the 
giant  merged  bank.  Not  surpris- 
ingly. Mr  Bouton  and  Mr  Uvy- 
Lang  have  given  him  a hostile 
reception.  If  BNP's  offer  were 
successful,  it  would  almost  cer- 
tainly be  accompanied  by  a fierce 
battle  for  leadership  of  the 
merged  entity.  It  would  also  cre- 
ate an  even-bigger  French 
“national  champion"  in  the  pan- 
European  banking  business  that 
is  slowly  emerging  as  a result  of 
the  single  currency. 

However,  leading  analysts 
doubt  Mr  Pebereau's  initiative 
will  go  far  enough  for  the  ques- 
tion of  leadership  to.  arise.  BNP's 
plan,  leaked  late  on  Tuesday  and 
unveiled  yesterday,  has  been 
temporarily  code-named  the  SBP 
project,  after  the  three  banks’  ini- 
tials. The  hasty  manner  in  which 
it  was  put  together  looks  more 
like  a desperate  attempt  to  block 
the  merger  of  Paribas  and  Soc- 
Gen than  a coherent  project.  The 
marriage  had  left  BNP  marginal- 
ised - and  Mr  Pdbereau  frus- 
trated because  he  had  his  eyes  on 
Paribas. 

“Mr  Pebereau’s  move  is  remi- 
niscent of  a child  who  sees 
another  kid  on  the  block  with  a 
brand  new  shiny  toy  and  wants 
to  take  it  from  him."  says  Bren- 
len  Jinkens,  principal  at  A.T. 


The  first  response  of  the  German 
presidency,  with  the  support  of 
most  member  states,  was  to  press 
for  “co-financing",  whereby 
national  governments  would 
compensate  farmers  for  price 
cuts.  That  would  put  ministers 
under  political  pressure  to  limit 
payments.  At  present  there  is  no 
incentive  to  cut  the  CAP  budget 
The  tendency  of  farm  ministers 
in  Brussels  has  been  likened  to 
people  sharing  a restaurant  bill; 
they  all  order  lobster. 

Co-financing,  however,  has  its 
drawbacks.  It  transfers  the  finan- 
cial burden  but  would  not  auto- 
matically reduce  it.  In  some  cir- 
cumstances it  could  risk  a 
subsidy  race  which  would  bring 
the  EU  into  conflict  with  the 
World  Trade  Organisation. 

For  the  moment  co-financing 
has  been  blocked  by  France, 
which  dreads  the  cost  of  national 
payments.  The  French  counter- 
proposal is  for  the  EU  to  continue 
to  pay  compensation,  but  in 
amounts  decreasing  each  year. 
This  could  reduce  the  overall  cost 
but  carries  the  serious  danger  of 
being  used  as  the  pretext  for  only 
small  price  cuts. 

The  EU  has  to  find  the  courage 
to  cut  prices  and  limit  compensa- 
tion in  amount  or  time,  if  it  is  to 
avoid  a m^Jor  row  with  its  world 
trading  partners  and  an  absurd 
delay  to  enlargement  It  would  be 
ridiculous  as  well  as  unaffordable 
to  offer  east  European  fanners 
compensation  for  cuts  In  prices  ! 
they  never  had.  j 


Kearney,  the  management  con- 
sultants, in  London.  Similar  feel- 
ings seem  to  lie  behind  the  terse, 
but  more  diplomatic  joint  state- 
ment issued  yesterday  morning 
by  Mr  Levy-Lang  and  Mr  Bouton: 
“This  operation  can  not  be  con- 
sidered friendly-” 

Executives  at  these  two  banks 
say  that  the  options  they  will 
examine  Include: 

• accepting  BNP’s  bid; 

• making  a joint  counter-bid 
for  BNP; 

• Improving  the  terms  of  Soc- 
Gen's  offer  for  Paribas. 

“The  management  at  both 
banks  is  still  recovering  from  the 
shock  of  the  announcement," 
says  a consultant  familiar  with 
the  banks.  “But  I can  safely  pre- 
dict that  surrendering  to  BNP  is 
the  least  likely  outcome." 

In  setting  up  their  defences, 
managers  will  for  once  enjoy  sup- 
port from  the  trade  unions.  Force 
Ouvridre,  one  of  the  largest 
unions,  yesterday  warned  Soc- 
Gen employees  that  surrendering 
their  SocGen  shares  to  BNP's 
offer  would  amount  to  “digging 
their  own  graves".  The  union 
called  on  “all  employees  to 
oppose  this  offer”  and  pledged  to 
“join  all  initiatives  to  make  this 
unfriendly  raid  fail". 

With  some  8 per  cent  of  the 
bank's  capital,  SocGen 's  staff  are 
the  bank's  largest  group  of  share- 
holders. Three-quarters  of 
employees  based  in  France  hold 
SocGen  shares.  One  SocGen  exec- 
utive said  yesterday,  not  without 
relief:  “It  is  comforting  to  know 
that  our  largest  shareholder 
group  is  already  opposed  to  the 
deal  in  principle.” 

Yesterday,  the  Bank  of  France, 
which  regulates  the  banking 
industry,  said  it  had  a preference 
for  “solutions  that  respect  the 
smooth  functioning  of  the  mar- 
ket" - which  seems  to  suggest 
that  if  the  project  were  deemed  to 
be  causing  unnecessary  disrup- 
tion, tt  would  not  be  approved 
(the  central  bank  and  the  compe- 
tition regulator  must  both  give 
their  approval  to  the  three-way 
deal).  Nevertheless,  the  central 
bank  and  the  government  said 
the  proposed  deal  would  be  exam- 
ined from  the  point  of  the  view  of 
the  “national  interest". 

The  government  has  said  that 
the  SBP  project  will  not  affect 


the  privatisation  of  Credit  Lyon- 
nais, a large  state-owned  com- 
mercial bank,  one  third  of  which 
is  scheduled  to  be  sold  in  the 
next  lew  days.  But  it  is  bard  to 
see  how  the  sale  can  remain 
unaffected. 

The  government  wants  a hand- 
ful of  long-term  investors  to  take 
large  stakes  in  the  bank.  BNP, 
SocGen  and  Paribas  had  all 
expressed  an  interest  in  taking 
such  stakes.  But  BNP's  bid  for 
the  other  two  banks  means  all 
three  will  be  more  concerned 
with  themselves  than  with  Lyon- 
nais' privatisation. 

Whether  BNP's  offer  is  success- 
ful or  not,  it  will  shake  up  the 
French  Hanking  industry  and  is 
almost  certain  to  have  beneficial 
effects,  at  least  on  the  three 
banks  concerned. 

Some  argue  the  SBP  project 
has  merit  when  viewed  in  the 


Whatever  the 
outcome,  BNP’s  bold 
move  has  broken  the 
taboo  against 
making  hostile  bids 
in  the  financial 


sector 


light  of  the  wider  rationalisation 
of  European  banking.  Mr  Ffeber- 
eau,  for  example,  argues  that 
SBP  would  be  "a  champion  on 
the  French  market  and  one  of  the 
leaders  on  a global  scale." 

With  a market  capitalisation  of 
more  than  €50bn,  more  than  4,700 
branches,  lim  clients,  18  per  cent 
of  French  bank  deposits,  and 
130,000  employees,  SBP  would  be 
Europe’s  largest  bank.  It  would 
also  be  more  than  double  the  size 
of  Credit  Agricole,  its  nearest 
French  competitor.  Among  its 
considerable  assets  would  be  one 
of  the  world's  largest  portfolios  of 
industrial  holdings. 

But  French  competition  regula- 
tors and  the  European  Commis- 
sion (which  may  also  rule  on  the 
deal)  might  yet  express  concern 
over  SBP’s  market  share  of 
nearly  30  per  cent  of  personal 


loans. 

Mr  PGbereau's  plan  is  believed 
to  have  the  backing  of  Claude 
Bebear,  chairman  of  Axa.  the 
Insurance  company  that  is  the 
largest  shareholder  In  both  BNP 
and  Paribas.  Mr  Bfibfiar  is 
thought  to  have  voted  in  favour 
of  the  SocGen  Paribas  merger 
only  reluctantly. 

People  who  know  Mr  B£b£ar 
say  he  has  always  favoured  a 
link-up  between  BNP  and  Pari- 
bas, and  possibly,  in  a second 
stage,  a further  link  op  with  the 
privatised  Credit  Lyonnais. 

While  Mr  Bbbfear  is  seen  as  the 
most  obvious  beneficiary  of 
BNP's  offers,  other  shareholders 
of  SocGen  and  Paribas  might  also 
be  pleased  to  be  presented  with  a 
wider  array  of  options.  “At  the 
very  least,  this  will  force  SocGen 
and  Paribas  to  lay  out  their  plans 
in  more  detail,"  says  Mr  Jinkens 
at  AT.  Kearney. 

Since  the  SocGen  Paribas  proj- 
ect was  announced,  SocGen  and 
Paribas  have  underperformed  the 
French  stock  market.  Paribas 
shares  have  Mien  almost  7 per 
cent  and  SocGen’s  by  5 per  cent, 
compared  with  a 3 J per  cent  Call 
in  the  CAC  40  index  of  French 
blue  chips. 

Whatever  the  outcome  of  this 
battle,  the  wholly  unexpected 
move  by  Mr  Pbbereau  has  broken 
two  corporate  taboos  in  France. 

For  a start  the  BNP  move  has 
established  that  it  is  possible  to 
make  a hostile  bid  in  the  politi- 
cally sensitive  financial  sector. 
The  only  precedent  was  that  of 
Italy's  Generali  trying  to  take  a 
stake  In  the  French  insurance 
group  AGF  In  1997.  Generali  was 
politely  warned  off  by  the  French 
finance  ministry,  which  made  it 
clear  it  had  already  lined  up  Ger- 
many's Allianz  as  its  preferred 
partner. 

But  Generali  had  sought  to 
work  through  the  official  chan- 
nels. That  is  why  BNP’s  move 
was  so  astonishing:  it  struck  out 
on  its  own,  without  consulting 
the  two  target  banks  or  seeking 
to  square  its  action  with  the  pow- 
erful finance  ministry  and  regula- 
tors at  the  Bank  of  France. 

Mr  Pfibereau’s  surprise  move 
will  make  it  more  difficult  for  the 
authorities  to  appear  formally 
neutral  if  they  do  not  hke  the 
deal  and  want  to  influence  the 


OBSERVER 


Michel’s  merger 
mania 

The  Pdbereau  family  isn’t  exactly 
one  of  France’s  more 
unassuming  dans.  Buccaneering 
is  more  like  it 

Eleven  years  ago  Georges 
p&bereau  shook  up  his 
countrymen  with  his  unwelcome 
bid  for  Sod6t6  Generate  - not 
the  sort  of  thing  French  financial 
chieftains  expected  from  one  of 
their  own. 

This  week,  it  was  his  brother 
Michel’s  turn  to  set  his  sights  on 
the  same  target  Frbre  Michel  - 
who  is  in  charge  of  the  biggest 
numbers  at  Banque  Nationals  de 
Paris  - raised  the  curtain  on 
plans  for  a two-pronged  hostile 
takeover  bid  that  would  link  BNP 
with  SocGen  and  Paribas  to 
create  the  biggest  bank  in 
Europe. 

So  who's  going  to  get  the 
number  one  slot  at  any  future 
superbank?  So  far  Pebereau's 
keeping  mum.  ifs  the  banks' 
various  boards  who  should 
decide  such  things,  he  says.  And 
anyway,  it’s  far  too  soon  to 
speculate  "on  the  leadership 
Issue". 

According  to  his  very  own 
blueprint,  if  the  deal  ever  gets 
dole,  BNP  would  have  a sfightfy 
smaller  slice  of  the  new  entity 
than  the  other  two  banks.  So  it 
could  be  logical  for  Pfebereau  to 
take  the  third  biggest  chair  in  the 
new  group's  hierarchy. 

But  something  tells  Observer 


the  pugilistic  Pbbereau  might  just 
be  aiming  a little  bit  higher. 

Hark  at  Helmut 

Remember  Helmut  Kohf?  The 
former  German  chancellor  has 
enjoyed  a low  profile  since  his 
election  defeat  last  September, 
refraining  from  adding  to  the 
embarrassments  of  his  successor 
Gerhard  Schroder.  But  the 
68-year-old  Kohl  has  ended  his 
vow  of  silence.  Yesterday 
German  TV  channel  Phoenix 
broadcast  an  interview  with  the 
heavyweight  former  chancellor 
who  oversaw  German 
reunification. 

During  the  three-hour  marathon 
session,  Kohl  divulged  he  plans 
to  “engage  massively"  In 
European  policy.  But  he’s 
promised  to  wait  until  after 
June's  European  elections.  The 
new  generation  of  socialist 
testers  has  been  adequately 
warned. 

No  comment 

i So  it's  not  always  journalists  who 
get  accused  of  making  things  up. 
Goldman  Sachs  has  formally 
apologised  to  Thai  finance 
minister  Tarrin 

Nimmanahaeminda  for  attributing 
to  him  comments  he  says  he 
didn't  make.  | 

The  contentious  quote  - 
reported  and  later  retracted  by 
Goldman's  Asian  banking  analyst  : 
Roy  Ramos  - explained  that  the  I 
country’s  largest  bank,  Bangkok  I 


Bank,  was  also  the  biggest  risk 
to  the  Thai  financial  system. 
Bangkok  Bank's  shares  fell  8 per 
cent  a day  later. 

So  why  did  Goldman  grovel?  A 
fit  of  humility  maybe?  Unlikely. 

It's  more  probable  that  Tarrin 
demanded  an  apology,  or 
Goldman  feared  the  cancellation 
of  a bond-underwriting  deal  with 

the  government 

Or  perhaps  the  investment 
bank  didn't  want  to  damage 
further  the  political  standing  of  a 
man  whom  foreign  Investors  see 
as  one  of  their  biggest  allies  in 
Thafland.  Whatever,  Observer 
reckons,  as  usual,  sorry  must 
have  been  the  hardest  word. 

Motoring  along 

Raving  mad  about  motors?  Got  a 
bit  of  a bee  in  your  bonnet  about 
your  neighbours  Ford  Focus? 
Car  tans  and  industry  types 
simply  exhausted  with  plodding 
around  the  gargantuan  Geneva 
Motor  Show  now  have  an 
alternative. 

To  get  the  latest  from  the 
auto-worid  It  might  be  better 
junking  the  industry's  trade  show 
and  hanging  around  the 
agreeable  lakeside  town  of 
Lausanne  Instead.  That's  been 
the  backdrop  to  some  of  the 
industry's  more  momentous 
decisions  in  recent  years. 

A year  ago,  the  top  four 
executives  of  Daimler  Benz  and 
Chrysler  had  a clandestine 
meeting  in  the  splendour  of  the 
town's  Beau  Rivage  Hotel  to 


discuss  their  merger. 

And  this  week,  DajmlerChrysJer 
bosses  were  at  it  again  in 
Lausanne  when  they  decided  to 
kill  plans  to  acquire  Japan's 
Nissan  Motor.  The  industrial  auto 
behemoth  says  it  still  needs  to 
focus  on  its  own  marriage. 

So  the  lesson  is  dear.  Those 
wanting  to  be  in  the  know  need 
to  do  some  serious  lurking  in 
Lausanne. 

Going  bananas 

So  it  seems  half  the  world  has 
come  a cropper  on  a banana 
skin.  AD  those  European  and  US 
diplomats  engaged  in  all-out  war 
over  the  banana  trade  have 
found  the  going  somewhat 
slippery. 

But  Umberto  Eco,  celebrated 
semiotics  professor  and  literary 
Eurotalent,  doesn't  get  it  The 
author  of  the  best-selling 
medieval  whodunnit  The  Name  of 
the  Rose  points  out  that  banana 
skins  are  not,  in  fact,  sippery  - 
at  least  no  more  so  than  a 
tomato  or  any  other  fruit 

The  reason  that  bananas  have 
a reputation  for  causing 
accidents  is  ail  down  to 
Hollywood  In  the  early  days  of 
cinema,  slapstick  scriptwriters 
had  characters  losing  their 
balance  instead  on  sidewalk  dog 
deposits.  Studio  bosses  - 
caking  around  for  a more 
demure  substitute  - chose  the 
banana  skin  as  altogether  less 
offensive.  Nice  one,  Umberto. 

But  watch  your  step. 


outcome. 

Indeed,  the  outcome  is  so 
important  to  the  future  of  French 
banking  that  neither  Dominique 
Strauss-Kahn,  finance  minister, 
nor  the  Bank  of  France  can  in 
practice  stand  aloof.  Having 
championed  the  original  Paribas- 
• SocGen  alliance  as  an  ideal  Fran- 
co-French solution  to  bolster  the 
nation’s  banking  profile,  the 
Socialist-led  government  risks 
appearing  dangerously  partisan  if 
it  were  seen  to  be  responsible  for 
sabotaging  Mr  pebereau's  bid. 

Furthermore,  if  the  SBP  project 
fails,  it  will  prove  more  difficult 
to  reshuffle  the  merger  hanking 
cards  in  a way  that  keeps  the 
consolidation  of  the  sector  in 
French  hands.  Foreigners,  who 
have  been  kept  at  arms'  length, 
may  then  feel  emboldened  to 
become  more  closely  involved  in 
the  sector's  restructuring. 

So  far,  the  instinctive  reaction 
of  the  French  establishment  to 
bank  concentration  has  been  to 
build  up  a national  champion  - 
or  several  if  possible.  Only  then 
would  the  authorities,  and 
French  bankers,  be  willing  to 
face  a bigger  foreign  presence. 


The  other  taboo  that  has 
been  broken  has  been 
the  cavalier  treatment 
of  the  well-organised 
bank  unions.  Throughout  the  pri- 
vatisation process  of  recent 
years,  the  unions  have  played  an 
important  role  in  conditioning 
offers.  Under  the  present  govern- 
ment, the  preservation  of  employ- 
ment or  job  creation  have  been 
key  elements  in  acceptable  bids. 

The  unions  have  frequently 
been  consulted  in  advance;  but 
they  had  no  inkling  of  Mr  Pfiber- 
eau's  designs  on  Paribas- SocGen. 
and  were  clearly  unhappy  with 
his  assurances  on  jobs  yesterday. 
By  now,  the  unions  are  aware 
that  concentration  in  the  bank- 
ing sector  will  inevitably  lead  to 
job  losses  - probably  soon. 

The  BNP  bid  has  underlined 
the  sheer  speed  of  change  in 
banking  following  the  launch  of 
the  euro.  The  Paribas-SocGen 
merger  was  put  together  in  a 
matter  of  weeks.  In  tbe  case  of 
the  SBP  project,  barely  a month. 
This  is  tight  years  away  from  the 
traditional  closed  world  oi 
French  banking. 


100  years  ago  . 

German  Colonial  Railways 
Berlin,  10th  March.  The 
Reichstag  considered  the 
estimates  for  the  German 
Protectorates  to-day.  In  the 
Budget  for  East  Africa  the 
Reichstag  Committee 
proposed  that  of  the  two 
million  marks  asked  for  by  the 
Government  for  the  extension 
of  the  Tanga  railway  250,000 
should  be  struck  ouL  Count 
Stolberg  moved  that  the 
Government  demand  be 
granted,  on  the  ground  that 
the  Usambara  Railway  was  a 
necessity.  Dr  Von  Buchka, 
director  of  the  Colonial  Office, 
warmly  urged  adoption  of  the 
Government  proposals,  and 
pointed  out  how  much 
attention  the  British  were 
devoting  to  railway 
construction  in  Africa. 

50  years  ago 

Tm  In  Ontario 

Fort  William,  Ont  Mar.  10.  The 
discovery  of  tin  ore  at  Linklater 
Lake  is  described  in  the 
Ontario  Department  of  Mines 
preliminary  report  as  worthy  of 
further  and  careful 
prospecting.  The  report  added 
that  "it  would  not  be 
unreasonable”  to  expect  the 
existence  of  other  mineable 
widths  in  the  area  north  of 
Armstrong. 


i 


l- 


r 


23£l^S'S  SSS&^SSgq.  SKS-SgB&gSK-ffSPfffSe  P 2*  3 r !=  8 £ S ' 3 Sg^|'B3^,gg&ag‘S-,g^ 


It 

bs 


■ .:;:.&Sd-^~ 


14 


to 


THE  LITCHFIELD  GROUP 
OF  COMPANIES 


mi  to  monetary  union 
dHto  VAT  enlargements 
CQu  European  tax  control 
mi  to  greater  control  fay  the  Brandi 
htutwKtwt 


FINANCIAL  TIMES 


S g;  'a  i * •-  -.-j 

| §t  q i:  t 


ECCLESIASTICAL 


i S5^  ^ .'2""'  ' .’i.V-.’j 


THURSDAY  MARCH  11  1999 


. l?V  ,.  ■: 


THE  LEX  COLUMN 


Menage  a trois 


Has  Banque  Natiooale  de  Paris  gone  mad 
in  mounting  the  first  hostile  bid  in  French 
banking?  Certainly  not.  although  there 
may  be  a hint  of  desperation  in  the  move. 
BNP  has  been  conspicuous  for  its  failure 
to  cement  a deal  in  a sector  that  has  been 
consolidating  rapidly.  Before  the  proposed 
Soci6t£  G6n£ral  e/Paribas  deal,  the  mutu- 
als had  made  the  running  Credit  Agricole 
had  bought  Indosuez,  and  Credit  Mutuel 
CIC.  SG  had  at  least  acquired  Credit  du 
Nctrd  from  Paribas,  but  BNP  kept  being 
thwarted  - most  recently  on  two  fronts. 

First,  it  was  keen  to  do  a deal  with 
Paribas  before  SG  stepped  in.  So  its  bid 
for  Paribas  is  perfectly  consistent.  And 
under  French  rules  it  was  in  effect  forced 
to  bid  for  Paribas'  rival  suitor  as  well. 
Second,  BNP's  request  to  be  leading 
shareholder  in  Credit  Lyonnais,  which  is 
being  privatised,  seems  to  have  fallen  on 
deaf  ears.  Faced  with  Isolation,  BNP  is 
right  to  re-open  the  debate  about  who 
should  do  a deal  with  whom.  Yet  its  auda- 
cious three-way  merger  plan  may  well  be 
the  least  likely  outcome.  Among  other 
possible  permutations  must  be  included  a 
bid  for  BNP  by  a foreign  bank.  It  has  put 
itself  as  well  as  its  targets  in  play  and 
blazed  a trail  for  unsolicited  approaches. 

So  what  is  the  best  permutation?  In 
theory,  the  three-way  tie-up  has  merit  It 
addresses  an  Important  weakness  in  the 
SG/Paribas  deal,  namely  the  limited  scope 
for  domestic  rationalisation.  Paribas  does 
not  have  a branch  network;  the  other  two 
have  4,700  branches  between  them.  In  a 
perfect  world  - one  without  French  bank- 
ing unions  - such  an  overlap  would  offer 
a great  opportunity  to  strip  out  costs. 
Indeed,  BNP  points  to  €l-3bn  ($i.4bn)  of 
savings  from  a three-way  merger,  versus 
€800m  from  SG/Paribas  alone.  And  that 
first  stab  stresses  politically  less  conten- 
tious cuts  in  information  technology  and 
back-office  spending.  Meanwhile,  Paribas' 
Investment  hanking  activities  would  be 
run  more  at  arms'  length  and  gradually 
have  excess  capital  drained  out  of  them  to 
be  redeployed  into  retail  and  private 
banking.  Nevertheless,  if  putting  two 
banks  together  is  tricky,  three  is  excruci- 
atingly hard. 

Short  of  a three-way  merger.  BNP 
seems  still  to  prefer  a marriage  with  Pari- 
bas, hence  the  bigger  premium  it  is  offer- 
ing. The  fact  that  Paribas  would  be  in  the 
ascendant  in  investment  banking  might 
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ket  value  and  about  half  mnnai  revenues, 
is  hardly  enticing.  And  off-balance  sheet 
liabilities  are  a further  worry.  Excessively 
close  relations  with  suppliers  would  have 
constrained  Daimler’s  ability  to  make 
half-way  decent  returns. 

Another  risk  was  potential  collateral 
damage  to  the  rest  of  the  company. 
Extracting  the  benefits  of  the  Daimler- 
Chrysler  merger  is  stai  the  main  task  for 
the  company  over  the  next  two  to  three 
years.  Integrating  a third  culture  in  such 
a short  space  of  time  would  have  been 
asking  for  trouble.  Daimler’s  withdrawal 
is  bound  to  give  Renault  pause  for 
thought  on  the  wisdom  of  a Nissan  deal. 
So,  for  Nissan,  the  worst  is  yet  to  come. 


please  some  within  the  target,  especially 
those  fearful  of  merging  with  the  more 
formidable  SG.  But  that  cuts  less  ice 
at  the  top,  where  Andre  Levy  Lang  of 
Paribas  is  set  to  be  chairman  and  chief 
executive  of  tbe  combined  SG/Paribas, 
with  Daniel  Bouton  of  SG  as  heir  appar- 
ent 

But  they  will  now  have  to  defend  their 
rather  cosy-looking  deal  more  robustly. 
And  probably  sweeten  it,  ideally  with 
some  cash,  to  counter  the  premiums  BNP 
is  offering  both  SG  and  Paribas  sharehold- 
ers, albeit  in  shares. 

There  is  still  a risk  then  that  BNP  may 
end  up  with  nothing.  But  it  is  to  be  con- 
gratulated on  starting  a proper  auction. 


DuPont 


DaimlerChrysler/Nissan 


Jurgen  Schrempp,  DaimlerChrysler  chair- 
man, has  never  disguised  his  ambition  to 
make  his  company  the  first  global  auto 
assembler.  But  discretion  has  proved  the 
better  route  to  value,  at  least  as  far  as 
leaving  Nissan  alone  goes.  A deal  with 
Nissan  would  have  lifted  Daimler’s  Asian 
sales  to  19  per  cent  of  its  total,  within 
spitting  distance  of  the  20-25  per  cent 
10-year  target  And  the  entree  into  the 
Japanese  truck  market  was  certainly 
tempting. 

But  the  risks  of  taking  a majority  stake 
in  Nissan  Motor  - the  only  way  Mr 
Schrempp  could  be  sure  of  having  total 
control  of  its  40  per  cent-owned  Nissan 
Diesel  truck  unit  - always  looked  high. 
Nissan’s  outstanding  debt  of  S35bn.  which 
represents  more  than  three  times  its  mar- 


For  a company  that  makes  much  of  Its 
commitment  to  increase  shareholder 
value,  DuPont’s  approach  seems  curiously 
half-hearted.  The  chemical  group’s  plan  to 
launch  a so-called  tracking  stock  for  Us 
life  sciences  division  is  fine  as  far  as  it 
goes.  Life  science  companies  trade  on 
earnings  multiples  of  over  30  times 
against  DuPont's  own  20  times,  so  creat- 
ing a separate  security  should  allow  value 
to  emerge.  It  will  also  famish  an  acquisi- 
tion currency. 

But  this  decision  must  be  placed  in  con- 
text. Until  now.  DuPont  has  tried  to 
convince  investors  that  the  entire  group 
should  be  valued  as  a faster  growing,  less 
cyclical  life  sciences  powerhonse  - a 
claim  that  was  undermined  by  three 
profit  warnings  last  year.  The  tracking 
stock  is  thus  an  admission  of  defeat  And 
how  much  value  It  wOl  create  remains  to 
be  seen.  After  all.  life  sciences  contributed 
just  16  per  cent  of  1998  earnings.  Mean- 
while, DuPont's  heavy  investment  in 
genetic  seeds  looks  less  and  less  likely  to 
produce  acceptable  returns  soon,  judging 
by  the  furore  genetically  modified  food  is 
causing  in  Europe. 

Given  the  mixed  record  of  tracking 
stocks,  a spin-off  of  life  sciences  looks  the 
better  option. 

DuPont  still  argues  there  are  synergies 
with  chemicals,  but  the  successful  demer- 
gers among  its  peer  group  suggest  other- 
wise. Longer  term.  DuPont's  life  sciences 
arm  will  in  any  case  have  to  buy  or  merge 
with  a rival  such  as  Monsanto  or  risk 
becoming  an  also-ran. 
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Europe  today 

Western  Scandinavia  wiB  be  dry 
with  snow  showers  kt  the  east 
More  snow  is  IBwty  over  the  east- 
ern Baltic  and  western  Russia. 

Rain  over  northern  France  wifi  dear 
from  the  west  but  central  and 
southern  parts  wiH  be  sunny  with 
small  amounts  of  cloud.  Much  of 
Germany  will  be  fine  but  showers 
In  the  south  win  affect  Austria. 
Czechoslovakia  and  Hungary.  Por- 
tugal and  northern  Spain  will  have 
sun  and  showers.  The  rest  of 
Spam  and  the  remainder  of  the 
Mediterranean  should  be  dry  and 
mostiy  sunny. 

Rve-day  forecast 

It  win  stay  unsettled  in  the  north 
with  snow  showers  over  Scandi- 
navia and  the  Baltic  states.  Spain 
may  have  showers  tomorrow  and 
on  Saturday.  Central  Europe  and 
the  Mediterranean  wSI  be  mostly 
dry. 
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TODAY'S  TEMPERATURES 


Situation  at  mktdoy.  Temperatures  maximum  lor  day.  Forecasts  by  WEATHER  CENTRE 
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Nikkei  climbs  2.5%  amid 
signs  of  investor  optimism 
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By  GOTten  Tattand 
Alexandra  Nttebaran  in  Tokyo 


A combination  of  imminent 
government  action,  improved  eco- 
nomic figures  and  ruhiming  investor 
confidence  brought  a rare  burst  of 
optimism  to  the  Japanese  equity 
market  yesterday. 

The  Nikkei  225,  the  key  stock  mar- 
ket indicator,  rose  2 JS  per  cent  to 
15,480,  orriirt  extremely  heavy  trading 
and  foreign  buying.  That  left  the 
stock  market  at  its  highest  level  for 
seven  months,  and  16  per  cent  up  on 
t,frp  week. 

TCat-hy  MatsnL  analyst  at  Goldman 
Sachs,  said:  “In  the  last  few  days, 
this  [rally]  has  been  driven  by  for- 
eigners - people  are  looking  to  give 
Japan  the  benefit  of  the  doubt." 

Tbe  cost  to  Japanese  banks  of  bor- 
rowing dollars  has  also  tumbled  dra- 
matically is  recent  weeks  as  inter- 
national investors  have  started  to 
believe  Japan  is  finally  tackling  its 
long-running  financial  problems. 

Tbe  “Japan  premium",  or  the 
extra  cost  to  Japanese  banks  of  bor- 
rowing in  dollars  compared  with 


European  and  US  banks,  has  fallen 
to  around  zero  for  tire  strongest 
banks,  its  lowest  level  for  five  years. 

Rank  of  Tokyo  Mitsubishi,  for 
example,  is  paying  4-95  per  cent  for 
one-month  eurodollars  in  the  Lon- 
don market  and  5.06  per  cent  for 
three-month  eurodollars,  similar  to 
the  market  average  of  4J95  per  cent 
and  5 per  cent  for  Western  banks. 

. The  decline  partly  reflects  the  fact 
that  most  banks  have  already  raised 
sufficient  funds  for  the  1996  fiscal 
year.  But  it  is  a sharp  contrast  with 
last  October,  when  the  Japan  pre- 
mium rose  to  a record  high  of  100 
basis  points  (one  percentage  point), 
as  investors’  fears  of 

possible  hanking  collapses  grew. 

Tbe  new  signs  of  confidence  are  a 
welcome  boost  for  the  Japanese 
government,  which  will  formally 
annminwj  tomorrow  the  injection  of 
about  Y7.450bn  (S65bn)  of  public 
fands  into  the  banks'  capital  base. 
Analysts  say  foreign  investors’  atti- 
tudes towards  Japan  are  also  chang- 
ing, as  optimism  increases. 

That  is  partly  a result  of  recent 
•haniring  reforms.  But  some  investors 


also  hope  that  corporate  Japan  is 
implementing  new  restructuring 
plans.  This  week,  for  example.  Sony, 
the  electronics  group,  announced 
that  it  would  cut  its  workforce 
by  17.000.  . . 

Investor  sentiment  has  been  fur- 
ther boosted  by  the  Bank  of  Japan's 
recent  efforts  to  push  overnight  mar- 
ket rates  to  zero.  This  could  feel 
inflation  and  weaken  the  yen,  mak- 
ing exports  more  competitive. 

Alex  Kinmont,  analyst  at  Morgan 
Stanley,  said:  “The  bear  market  fin- 
ished last  Friday  - we  don't  have  to 
worry  about  new  lows  any  more." 

At  the  beginning  of  last  month. 
Eisuke  Sakakibara.  Japan's  influen- 
tial vice-minister  of  finance  for  inter- 
national affairs,  said  Japan’s  finan- 
cial crisis  would  be  over  “in  one  -or 
two  weeks". 

But  some  analysts,  such  as  Ms 
Matsul.  still  fear  that  the  stock  mar 
ket  rally  could  end  later  this  year  if 
corporate  restructuring  slows  again, 
Japan's  trading  partners,  such  as  the 
US,  are  also  concerned  that  YTJfiQbn 
is  insufficient  to  remove  the  banks' 
bad  loans. 
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Ecuador’s  high  bond  yields 
reflect  fears  of  debt  default 


By  Arkady  Ostrovsky 


The  deteriorating  state  of  Ecuador's 
banking  system  and  increased  risk 
of  a default  on  its  external  obliga- 
tions hag  pushed  up  the  country’s 
bond  yields,  making  it  the  world's 
second  riskiest  market  after  Russia. 

The  price  of  Ecuadorean  Brady 
bonds  has  fallen  sharply  in  the  past 
month  and  has  been  particularly  vol- 
atile since  the  government  closed 
the  country's  banks  indefinitely  on 
Monday  for  a "holiday"  to  halt  the 
run  on  deposits. 

The  spread  between  the  yield  on 
Ecuador’s  bonds  and  on  benchmark 
US  Treasury  bonds  has  widened  by 
almost  10  percentage  points  (1.000 
basis  points)  is  the  past  month.  The 
spread  touched  2JJ00  basis  points 
over  CS  Treasuries  yesterday.  Rus- 
sia's yield  spread  is  almost  5,500 
basis  points. 

Peter  West,  chief  economist  at 
BBV  Latinvest  in  London,  said  while 
yield  spreads  were  not  yet  at  default 
levels  they  reflected  increased  con- 
cern about  the  government's  ability 
to  service  its  external  debt. 


Ecuador's  government  has 
declared  a state  of  emergency  and 
yesterday  brought  in  troops  to  guard 
oil  installations  and  electricity 
plants  during  a two-day  general 
strike,  staged  to  protest  at  the  gov- 
ernment’s austerity  plans.  Riot 
police  broke  up  protests  with  tear 
gas. 

Analysts  say  Ecuador  had  no 
choice  but  to  reform  its  hanking  sys- 
tem and  push  for  tough  fiscal  mea- 
sures. farhiriing  an  increase  in  value 
added  tax.  if  it  wanted  to  reach  an 
agreement  with  the  International 
Monetary  Fund  and  avoid  economic 
collapse. 

The  government  is  due  to 
announce  measures  to  restore  inves- 
tor confidence  today. 

Joyce  Chang,  emerging  markets 
debt  strategist  at  Merrill  Lynch  in 
New  York,  said  it  would  be  wrong  to 
compare  Ecuador  with  Russia, 
which  defaulted  on  its  domestic  debt 
last  August  Unlike  Russia,  Ecuador 
is  not  in  imminent  danger  of  insol- 
vency and  the  size  of  its  domestic 
debt  is  negligible. 

But  the  risk  erf  Ecuador  going  into 


a steep  economic  decline  was  high, 
she  added.  It  only  has  to  pay  $24flm 
this  year  in  interest  payments  on  its 
$4.4bn  Brady  bands,  but  it  is  already 
in  arrears  on  its  Paris  club  debt  (bor- 
rowings from  other  governments). 
The  country  has  foreign  exchange 
reserves  of  under  |1.3bn. 

Ms  Chang  said  the  sharp  falls  in 
the  price  of  its  Brady  bonds  reflected 
tbe  extreme  risks  investors  were  fac- 
ing. "Ecuador's  government  only  has 
two  options:  either  to  take  difficult 
steps  to  secure  IMF  support,  or  to  go 
into  a downward  spiral." 

The  government  has  raised  the 
possibility  of  introducing  a currency 
board  as  a means  of  restoring  stabil- 
ity to  the  battered  sucre  - which  has 
fallen  about  40  per  cent  against  the 
US  dollar  since  it  was  floated  last 
month  - and  bringing  confidence 
back  to  its  financial  system. 

Analysts  said  a.  currency  board 
was  unrealistic. 

“Nobody  really  believes  they  are 
in  the  position  to  introduce  a cur- 
rency board  at  this  stage.  The  pre- 
conditions for  this  simply  do  not 
exist  in  Ecuador."  Mr  West  said. 
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Euro  Investment: 


Your  Key  to  Success 


Without  quesuon,  the  European 
monetary  union  presents  fanushc 
new  investment  opportunities  In 
fact,  it  creates  the  second  larger, 
bond  market  in  me  world,  opening 
up  new  dimensions  for  the  stock 
marker  - a many  faceted  securities 
market  with  no  currency  exchange 
risks. 

To  take  BOvantace  of  *0 
market,  turn  10  WestLB  Wtfre 
one  cf  Germany's  tearing  banks, 
very  much  a:  home  m Europe, 
and  active  worldwide  on  behalf  of 
our  customers.  Our  specialists 


can  offer  you  professional 
investment  management  and 
tailor-made  strategies  which  take 
mtd  account  the  changes  resulting 
from  me  adoption  of  the  Euro. 
And  you  can  also  profit  from  our 
strong  position  in  the  securities 
markets  and  extensive  research 
capabilities  Use  the  know-how 
of  me  WestLB  as  your  key  to 
investment  success. 

For  more  information,  took  us 
up  on  the  Internet  under 
www.westrb  com/euro  or  e-matf 
us  at  euroinfodwesiib.de 
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story  of 


purposeful  city 

The  capita!  of  Catalonia,  the  most  developed  of 
Spain's  self-governing  regions,  wants  to  start  the 
next  century  with  as  much  energy  as  it  did  this 
one.  David  White  reports 


In  the  same  way  that 
Barcelona  football  club 
boasts  of  being  “more  than  a 
club",  Barcelona  itself  is 
more  than  Spain’s  second 
city. 

With  4.2m  people  in  its 
greater  metropolitan  area  it 
provides  a powerful  counter' 
weight  to  Madrid,  the  seat  of 
centuries  of  centralised 
power.  Capital  of  Catalonia, 
the  most  developed  of 
Spain’s  diverse  and  nowa- 
day® self-governing  regions, 
it  accounts  for  two-thirds  of 
the  region’s  population. 

: It  has  become  the  envy  of 
many  cities  seeking  the 
same  things  - urban 
renewal,  new-generation 
activities  to  replace  lost  fac- 
tory jobs,  a central  function 
within  a wide  geographical 
zone. 

Barcelona  is  a success 
story,  an  example  of  a city 
that  has  rediscovered  its 
self-esteem,  purposeful  and 
proud  of  its  recent  revival, 
which  Joan  Clos,  its  mayor, 
insists  is  “not  a flash  in  the 
pan". 

A maritime  power  since 
the  Middle  Ages,  and  now 
one  of  the  Mediterranean’s 
chief  commercial  ports,  it 
has  always  been  subject  to 
outside  influences  and  felt 
European  before  most  of  the 
rest  of  Spain. 

Since  its  1992  summer 
Olympics  this  bilingual  city 
- Its  citizens  are  asjijcely  as. 
not  to  use  Catalan  in  ordi- 
nary conversation  - has 
become  much  more  widely 
known.  The  tree-lined  Ram- 
bla  (also  known  as  Ramblas 
in  the  plural)  is  by  now  one 
of  Europe's  more  familiar 
promenades.  Tourism  has 
doubled  this  decade,  and  US 
visitors  now  top  the  list  Bar- 
celona's reputation  has 
changed  from  shady  to  styl- 
ish, a city  infatuated  with 
design- 

As  a development  model. 
Lord  Rogers,  the  architect 
and  chairman  of  the  UK  gov- 
ernment’s Urban  Task  Force, 
has  described  Barcelona  as 
perhaps  the  most  interesting 
example  of  urban  regenera- 
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tion  in  the  western  world 
today. 

Clearance  has  taken  place 
with  little  damage  to  the 
city’s  character.  Sites  once 
occupied  by  emblematic 
industries  such  as  the  manu- 
facturers of  trucks  or  rail- 
way rolling  stock  are  now 
parks  bearing  their  farmer 
occupiers’  names.  New  zones 
are  replacing  derelict  areas. 
And  a population  which  had 
turned  its  back  on  the  sea 
now  goes  to  the  beach  by 
metro. 

In  a survey  of  500  top  exec- 
utives by  London-based 
property  consultants  Healey 
and  Baker,  Barcelona  came 
top  among  30  European 
cities  in  terms  of  quality  of 
life  for  employees  - ahead  of 
Paris  and  Geneva  - and  in 
sixth  place  overall  as  a place 
to  locate  a business. 

The  lessons  Barcelona  has 
to  offer  lie  partly  in  the 

‘Something’s 
going  wrong,  it 
seems  we  have 
made  a city  more 
to  be  visited  than 
lived  in’ 


extent  .of  co-operation, 
between  public  and  private 
sectors,  a structure  of  ad  hoc 
mixed  ventures  which  began 
with  the  Olympics  and  range 
from  urban  rehabilitation  to 
tourism  and  the  arts. 

To  a large  extent  this  is 
making  a virtue  of  necessity. 
City  authorities  have  for  five 
years  been  trimming  the 
debt  - now  about  $1.6bn 
- which  they  ran  up  with 
the  Olympics  and  which  at 
one  stage  stood  at  twice  the 
annual  budget.  “We  have  to 
be  pretty  good  at  managing 
resources."  says  Mr  Clos. 

Barcelona  - the  city  itself, 
which  has  a population  of 
1.5m.  in  association  with  sur- 
rounding councils  - is  now 
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looking  for  a “second  trans- 
formation’’ over  the  next  five 
years.  In  spite  of  $8bn  worth 
of  investment  for  the  1992 
Games,  infrastructure  is  still 
reckoned  to  lag  behind  Bar- 
celona's stage  of  develop- 
ment as  one  of  the  European 
Union's  half-dozen  largest 
urban  conglomerations. 

Schemes  on  the  drawing 
board  include  a high-speed 
rail  link  which  Barcelona 
wants  to  bring  to  its  airport 
and  city  centre  in  a project 
scheduled  to  connect  with 
France  in  2004.  Then  there 
are  other  rail  networks, 
motorways,  telecommunica- 
tions and  power  projects, 
and  airport  and  port  expan- 
sion. 

All  are  seen  as  essential  to 
Barcelona’s  ambition  of 
being  the  main  economic 
hub  and  distribution  centre 
for  a whole  region  straddling 
the  French  border  and  rival- 
ling the  influence  of  Madrid 
and  Lyons.  Within  a 300km 
radius,  it  will  have  access  to 
a population  of  some  15m, 
including  the  citizens  of  Val- 
encia, Zaragoza.  Toulouse 
and  Montpellier. 

Part  of  the  key  to  Barcelo- 
na's drive.  Mr  Clos  believes, 
is  a sense  that  it  missed  out 
in  previous  decades,  creating 
“a  certain  collective  determi- 
nation” to  ensure  that  it 
catches  the  European  boat 
-We  had  the  feeling  that, 
nothing  .would . be  given  to 
us.”  he  says.  “We  didn’t 
expect  much  help  from  out- 
side.” 

Mr  Clos,  mayor  for  IS 
months,  has  to  defend  his 
post  In  June,  when  munici- 
pal elections  are  held  coun- 
try-wide. In  the  two  decades 
since  democracy  was 
restored  in  Spain,  the  Social- 
ists - with  local  leaders  from 
established  Catalan  families 
and  an  electorate  mostly  of 
non-Catalan  migrant  origin 
- have  never  lost  their  lead- 
ership in  the  city  hall.  And 
neither  have  centre-right 
Catalan  nationalists  been 
dislodged  from  the  other 
wonderful  historic  building 
across  the  square  in  Barce- 
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A tows-  of  strength:  Barcelona  has  rediscovered  its  self-esteem  and  is  enjoying  a revival 


Iona,  the  seat  of  the  Catalan 
regional  government,  the 
Generali  taL 

Pasqual  Maragall,  the 
mayor  for  most  of  that 
period  who  is  identified  with 


the  success  of  tbe  Olympics,  town  hall,  is  in  turn  being 
is  running  for  the  regional  challenged  by  Joaquim 
presidency  later  this  year.  Molins,  a popular  nationalist 
attempting  to  oust  the  vet-  politician, 
eran  Jordi  Pujol.  Mr  Clos,  While  he  acknowledges 
promoted  in  his  place  at  the  Barcelona’s  achievements  in 
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recent  years,  Mr  Molins 
questions  its  record  in  creat- 
ing new  jobs.  The  city  has 
been  losing  its  population 
rapidly  - about  25.000  a year 
-and  property  prices  have 
been  going  up. 

From  its  beginnings  in  tex- 
tiles, Barcelona  has  a solid 
manufacturing  tradition.  But 
what  used  to  be  its  biggest 
industrial  employer,  the  car 
company  Seat,  now  part  of 
Volkswagen,  has  cut  back 
drastically  and  moved  tbe 
bulk  of  its  activity  30km 
away.  Others  have  done  Lbe 
same. 

However,  greater  Barce- 
lona remains  a centre  for 
sectors  such  as  vehicle  com- 
ponents, consumer  electron- 
ics, chemicals  and  pharma- 
ceuticals research.  The  city 
has  long  been  Spain's  pub- 
lishing capital,  in  rivalry 
with  Madrid-  It  has  seven 
universities,  three  interna- 
tionally recognised  business 
schools  rlncluding  a post- 
graduate programme  run  by 
tbe  University  of  Chicago) 
and  five  design  schools. 

Retevisidn.  the  main  pio- 
neer of  competition  in  the 
Spanish  telephone  business, 
set  up  its  headquarters  in 
Barcelona,  saying  it  was  a 
good  place  to  recruit  talent. 
Multinational  industrial 
groups  say  Barcelona  offers 
a reserve  of  skills  and  high- 
quality  labour. 

However,  successive 
attempts  to  make  Barcelona 
a financial  centre  have 
foundered.  It  does  have  a 
stock  exchange  and  a bond 
derivatives  market,  but  the 
first  is  increasingly  marginal 
and  the  second  languishing. 

Joaquim  Clusas,  economic 
adviser  at  Barcelona 


Regional,  a planning  agency, 
says  Madrid  is  an  object  of 
jealousy  because  of  its 
strength  in  financial  and 
company  services  and  its 
claims  on  public  investment 

A fresh  impetus  for  devel- 
opment is  scheduled  for  20f>l 
- the  Universal  Forum  of 
Cultures,  a five-month  com- 
bination of  talking-shop  and 
festival  which  is  tbe  first 
event  of  its  kind  backed  by 
Unesco. 

Jaume  Sodupe,  tbe 

Forum's  commissioner, 
admits  that  tbe  original  idea 
was  simply  that  “we  had  to 
do  something”.  Since  its  Uni- 
versal Exhibitions  in  1888 
and  1929.  Barcelona  has 
relied  on  big  events  to  jump- 
start  investment  projects. 

Novelist  Eduardo  Men- 
doza. in  City  of  Marvels. 
describes  Barcelona  as  a city 
that  has  experienced  "years 
of  splendour  and  opaque  cen- 
turies."  The  novel,  now 
being  filmed,  is  tbe  story  of 
an  opportunist's  career  at 
tbe  turn  of  the  last  century 
and  vividly  portrays  a defin- 
ing epoch  of  Barcelona's  his- 
tory'- in  the  middle  of  politi- 
cal ferment. 

ft  was  a heyday  of  building 
such  as  there  had  not  been 
since  the  Gothic  period,  with 
tbe  architectural  extrava- 
gances of  modernism*.  Bar- 
celona's version  of  art  nou- 
veau, and,  above  all.  the 
extraordinary  creations  of 
Antoni  Gaudi,  a cross 
between  the  practical,  the 
mystical  and  the  playful 
which  the  city  has  taken  as 
part  of  its  identity. 

Barcelona  wants  to  start 
tbe  next  century  with  as 
much  energy  as  it  did  this 
one. 
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NV  eve  outdistanced  tke  competition. 


Try  Iberia's  new  Intercontinental  Business  Class  and  enjoy  a world  class  experience  on  a world  class 
airline.  Outdistancing  the  competition  is  our  business.  Iberia  gives  you  1 32  cm*,  of  room  between  your 
ergonomically  designed  scat  and  the  one  in  front.  Relax  in  style  and  made-to-measure  comfort  wiling 
away  the  time  watching  films,  sports  or  news  on  your  individual  vide"  screen,  make  a call  from  your  scat 
on  your  personal  telephone  or  treat  your  palate  to. a Mediterranean  Guisinc  inspired  choice  of  three 
menus,  amongst  many  other  possibilities.  And  when  you’ve  landed  and  h.->ti  time  to  reflect,  you'll  have 
no  doubt  as  to  why  Iberia  is  today  one  of  the  leading 
business  airlines  of  the  world,  www.ibcrii.caig 

• N.  I to  Spain  and  Latin  America. 
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Daman  f€U  (toft)  and  Hafrm-Hsrafd  Frentzsn  of  the  Jordan  Formula-1  team  train  at  Montmeto  circuit  last  month.  Round  5 of  the  Grand  Prix  win  be  held  there  on  May  30 

INDUSTRY  AND  INVESTMENT  by  Tom  Burns 


With  the  1992  Olympic  Games  came  a new  approach  to  Industry  and  investment 


Pro-active  approach  is  the  secret  of  city  hall  success 


The  1 992  Olympic  Games  altered  perceptions  about  business  and  taught  the  local  authorities  key  lessons  in  the  drive  to  attract  capital 


Ten  years  ago  Barcelona 
Activa,  an  agency  funded  by 
the  city  hall  to  promote 
Industry  and  investment, 
installed  itself  in  what  used 
to  be  a primary  school  that 
had  been  set  up  by  a factory 
at  the  turn  of  the  century  for 
the  children  of  its  employ- 
ees. Within  a decade,  the 
decaying  industrial  estate  in 
northern  Barcelona  has  been 
transformed. 

The  factory’s  gigantic 
works  plant  is  now  an  office 
complex  and  shopping  cen- 
tre. Its  equally  large  ware- 
house is  now  a start-up  cen- 
tre or  “nursery"  for  new 
businesses  and  it  is  Barce- 
lona Activa’s  showpiece  proj- 
ect. 

More  than  100  emerging 
companies  whose  business 
plans  have  been  approved  by 
Barcelona  Activa  occupy 
small  offices  in  the  former 
warehouse  and  use  common 
meeting  rooms  and  clerical 
facilities.  The  city  hall’s 
agency  leases  the  nursery’s 
cubicles  at  market  rates  for 


a maximum  of  three  years 
and  provides,  if  required, 
training  and  professional 
advice. 

At  the  heart  of  this  and 
other  initiatives  is  a pro-ac- 
tive approach  to  industry 
and  investment  that  Barcelo- 
na’s local  authorities  have 
developed  over  the  years  and 
are  constantly  fine-tuning. 
Welcome  to  entrepreneurial 
officialdom  and  to  what  one 
Barcelona  employer  called 
the  city  hall’s  "complicity’’ 
with  the  private  sector. 

The  1992  Olympic  Games, 
and  the  meticulous  run-up  to 
their  celebration,  altered 
perceptions  about  business 
across  the  board  in  addition 
to  physically  changing  much 
of  the  city. 

The  Games  taught  the  city 
haD  at  least  two  key  lessons 
in  its  drive  to  attract  capital. 
One  involved  a web  of  public 
and  private  sector  partner- 
ships that  were  initially  cre- 
ated to  ensure  the  success  of 
the  Olympics  and  extract 
maximum  benefits  for  the 


city.  The  close  relationship 
between  the  city  hall  and  dif- 
ferent business  sectors  has 
since  been  cemented  and  it 
embraces  a range  of  activi- 
ties including  a venture  capi- 
tal firm. 

With  funds  of  Ptalbn,  the 
venture  capital  firm  is 
backed  by  15  Barcelona  pri- 
vate Institutions  as  well  as 
by  the  city  ball  which  has 
put  aside  Pta250m  for  a 25 
per  cent  stake. 

The  firm  plans  to  invest 
between  PtaiOm  and  Pta50m 
in  some  50  city-based  small 
businesses  and  it  is  primar- 
ily interested  In  those  oper- 
ating in  information  technol- 
ogy and  other  innovative 
sectors. 

Barcelona  also  learnt  from 
the  Games  the  value  of  a 
high-profile  trade  mark.  The 
Olympics  bestowed  on  tbe 
city  an  image  of  efficiency 
and  quality  life-style  and 
this  mix  of  profit  and  plea- 
sure has  since  served  Barce- 
lona well  in  its  efforts  to 
drum  up  investments. 


The  city  hall  and  private 
sector  businesses  have 
clubbed  together  to  promote 
the  Barcelona  brand  in  spe- 
cific areas  where  the  city 
claims  a competitive  advan- 
tage. Some  of  these  trade- 
mark ventures,  such  as  the 
Barcelona  Medical  Centre 


of  in  the  health 

sector.  The  city,  which 
boasts  a disproportionate 
number  of  specialised  medi- 
cal institutions,  receives  a 
growing  volume  of  patients 
from  elsewhere  in  Spain  as 
well  as  from  abroad. 

United  Surgical  Partners  is 


*We  are  constantly  debating  not  what 
Barcelona  Is  but  what  it  could  be  - 
either  Barcelona  creates  businesses 
and  jobs  or  Barcelona  ceases  to  be’ 


which  organises  conventions 
and  processes  admissions  to 
associated  hospitals,  were 
established  in  the  run-up  to 
the  Games. 

At  the  end  of  last  year,  a 
Ptal4bn  acquisition  by  fire 
US  company  United  Surgical 
Partners  of  the  Institut  Dex- 
eus,  a prestigious  gynaecol- 
ogy clinic  and  research  cen- 
tre, illustrated  the  potential 


currently  spending  Ptaldobn 
to  expand  a city  hospital  it 
acquired  in  the  early  1990s. 

More  recent  examples  of 
branding  Barcelona  include 
a venture  called  the  Mediter- 
ranean Diet  Development 
Foundation  which  hosted  its 
second  Mediterranean  Diet 
congress  last  year  and  which 
is  backed  by  several  large 
food  and  drink  corporations 


located  in  Barcelona  - agri- 
business accounts  for  a high 
volume  of  the  investment 
flow  into  the  city. 

The  Foundation 
researches  sensible  and 
healthy  eating  habits  based 
mi  Mediterranean  foodstuffs. 

Whether  they  are  using 
tbe  city’s  rich  tradition  in 
industrial,  graphic  and 
architectural  design  to  pro- 
mote Barcelona  as  a design 
centre  or  its  recentty 
acquired  Olympic  heritage  to 
profile  the  city  as  a Sports 
Capital.  Barcelona's  public 
and  private  sector  partner- 
ships work  overtime  to  sell 
the  trademark. 

Statistics  suggest  that  the 
unceasing  salesmanship  is 
reaping  rewards.  Direct  for- 
eign investment  in  Barce- 
lona last  year  totalled 
Pta906bn.  43.7  per  cent  op  on 
the  figure  for  1997. 

Branding  Barcelona 
helped  the  city’s  greater  met 
ropolitan  area  to  gain  a 24.6 
per  cent  share  of  total  for- 
eign investment  in  Spain 


last  year,  against  20.4  per 
cent  in  1997. 

Tbe  bulk  of  foreign  invest- 
ment was  accounted  for  by 
the  real  estate  business, 
which  is  unsurprising  given 
Barcelona's  ever  constant 
urban  renewal,  and  by  the 
vehicle  sector,  a traditional 
capital-intensive  activity 
which  is  based  around  tbe 
city’s  Nissan  and  Volkswa- 
gen-Seat  plants. 

A new  investment  surge  is 
likely  in  the  hotel  and  tour- 
ism-related sector.  Overnight 
visitor  stays  in  Barcelona 
rose  by  37  per  cent  last  year 
to  7.5m  and  the  city’s  hotels 
registered  80  per  cent  occu- 
pancy- Arrivals  at  Barcelona 
airport  were  also  well  up  on 
targets. 

The  city  ball  views  these 
figures  with  satisfac- 
tion - the  Barcelona  brand 
name  is  drawing  in  the 
crowds  - and  also  with 
alarm  because  it  rightly 
believes  that  demand  will 
outstrip  supply  and  drive  up 
prices.  It  is  therefore  study- 
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Ing  proposals  to  boost  avail- 
able hotel  space  that  are 
modelled  on  the  hotel -build- 
ing boom  that  it  master- 
minded ahead  of  the  Olym- 
pic Games. 

Another  sense  of  where 
Barcelona  is  going  as  a seri- 
ous area  of  enterprise  and  . 
industrial  activity  Is  gained 
by  visiting  the  business 
start-up  nursery  that  is 
boused  in  the  old  factory 
warehouse  where  typewrit;  .... 
ers  and  other  similarly  obso- 
lete consumer  goods  used  to  . 
be  stored  in  the  building's  - 
previous  Incarnation.  . \ 

The  nascent  business- 
es - Barcelona  Activa  has 
1,600  on  its  books  - make 
impressively  productive  use 
of  information  technology. 

As  well  as  designing  soft- 
ware and  web  sites,  they 
appear  to  focus  on  providing 
more  and  more  sendees  for 
an  increasingly  wealthy  and 
sophisticated  popula- 
tion - for  the  ageing,  for  the 
very  young  and  for  those 
who  follow  every  latest  fad. 
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THE  PORT  by  Jimmy  Burns 


Fresh  confidence  as 
the  millennium 
approaches 

Development  and  expansion  programmes  and  new  ports 
legislation  make  it  easier  for  Barcelona  to  compete  and  meet  the 
demands  of  both  domestic  and  foreign  trade 


It  is  almost  100  years  since 
Joan  Mara  gall,  Catalonia's 
most  famous  poet,  bemoaned 
how  Barcelona  had  lost  a 
sense  of  its  identity,  turning 
away  from  the  sea  and 
inwards  upon  itself. 

Now  with  the  approach  of 
a new  millennium,  the  city 
is  enthusiastically  looking  to 
the  sea  again,  its  status  as 
one  of  the  great 
Mediterranean  ports 
reestablished. 

A new  confidence  Is 
sweeping  through  local 
government  about  its  ability 
to  compete  in  the  future 
thanks  to  continuing 
development  and  expansion 
programmes. 

Joaquim  Tosas,  the  port 
authority's  president, 
believes  Spain’s  new  Ports 
Law.  approved  in  December 
last  year,  has  made  it  easier 
for  Barcelona  to  react  with 
speed  and  efficiency 
to  the  ever-changing 
demands  of  domestic  and 
foreign  trade. 

The  law  scrapped  the  state 
holding  company  introduced 
by  tbe  socialist  government 
five  years  earlier,  and 
returned  a large  degree  of 
autonomy  to  the  leading 
port  authorities  around  the 
coon  try. 

Although  Barcelona  still 
has  to  co-ordinate  closely 
with  Madrid  on  its 
development  plans  and 
funding,  Mr  Tosa  - an 
appointee  of  tbe  regional 
government  - puts  the 
emphasis  on  co-operation. 
The  closing  forecast  of  the 
1998  financial  year  shows  a 
fall  of  0.69  per  cent  in  total 
traffic  (including  ships’ 
supplies  and  fishing),  which 


in  real  terms  means  some 
175,000  tonnes  less  that  the 
previous  year. 

Bulk  goods  - specifically 
natural  gas,  potash,  and 
cement  - have  pushed  traffic 
statistics  downwards,  for 
short-term,  structural 
reasons. 

Nevertheless,  general 
cargo,  which  brings  in  the 
greatest  added  value  and 
income  to  the  port,  increased 
by  10  per  cent,  with  a total  of 
12J399.00  tonnes  moved.  The 
port  has  for  the  first  time 
ever  exceeded  the  figure  of 
lm  container  units  (TEU's) 

‘I  think  we  all 
agree  that  the 
port  plays  too  big 
a role  in  the 
economic 
development  of 
the  country  to  let 
politics  interfere’ 


in  one  financial  year. 

Imports  increased  by 
about  8 per  cent,  with 
exports  experiencing  a more 
modest  increase  of  2 per  cent 
because  of  the  effects  of  the 
Asian  crisis.  Vehicle  traffic 
showed  a significant 
increase  of  22.6  per  cent  with 
640,000  units  moved  in  1998. 

The  last  year  also  saw  a 
positive  turnaround  in  tbe 
volume  of  passenger  traffic, 
with  the  short  ferry  route  to 
the  Balearic  islands 


75  MINUTES  FROM  BARCELONA  AIRPORT 
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experiencing  a 16  per  cent 
increase  and  cruise  lines 
increasing  by  32  per  cent. 
"Our  only  problem  until  now 
has  been  lack  of  space,”  says 
Mr  Tosas.  “But  with  our 
current  12-year  strategic 
plan  we're  going  to 
practically  double  in  size 
and  become  a Mediterranean 
leader,  competing  not  just 
with  domestic  rivals  like 
Valencia  but  also  with 
Marseilles  and  Genoa.” 

Mr  Tosas  puts  great 
emphasis  on  Barcelona's 
conversion  from  a coastal 
traffic  and  fishing  port 
- which  it  was  in  1986  - to 
tbe  top  Mediterranean 
intermodal  centre  by  the 
year  20U.  trading  with  the 
Magreb,  Israel,  and  the  Far 
East,  with  particular 
expansion  focused  on  China. 

A key  element  in  tbe 
port's  development  plan  is 
the  Delta  Plan  which 
changes  the  course  of  the 
Llobregat  river  at  an 
estimated  cost  of  between 
Pta400bn  and  PtaSOObn.  Tbe 
plan  will  allow  the  port  to 
gain  732ha  of  additional 
land,  more  than  doubling  it 
current  area  of  530b a. 

The  programmed 
expansion  includes  new 
quays  and  container,  cruise, 
and  multipurpose  terminals 
and,  crucially,  a new  rail 
station  to  take  advantage  of 
the  introduction  in  2004  of 
the  European  gauge  which 
will  mean  goods  unloaded  at 
the  port  reaching  European 
destinations  faster,  and 
therefore  more 

competitively. 

According  to  Mr  Tosas. 
savings  of  3180  per  container 
and  three  days  transit  time 
could  be  made  on  cargoes 
from  Asia.  Such  estimates 
have  fuelled  closer 
co-operation  between  the 
ports  of  Barcelona,  Genoa, 
and  Marseilles.  In  pressing 
the  European  Union  to 
invest  more  in  transport 
infrastructure  in  southern 
Europe. 

“We  want  to  end  the 
privileged  status  that 
northern  ports  have 
historically  enjoyed  partly 
because  they  have 
dominated  policy  and  partly 
because  many  of  them  have 
been  recipients  of  hidden 
subsidies,"  says  Mr  Tosas. 


WHh  the  1992  Olympic  Games  came  a new  approach  to  industry  and  investment 


INFRASTRUCTURE  by  Tom  Burns 


Rival  development  visions 
pose  a terminal  problem 

An  increasingly  bitter  argument  between  the  Catalan  government  and  the  Barcelona 
city  council  is  unlikely  to  be  resoived  before  the  summer 


The  rivalry  between  the 
Generali  tat,  the  Catalan  gov- 
ernment, and  the  Barcelona 
city  council,  which  is  where 
most  of  the  region’s  inhabit- 
ants live  and  which  accounts 
for  the  bulk  of  its  wealth,  is 
a fact  of  Catalonia’s  political 
life. 

It  is  intensely  coloured  by 
the  competing  ambitions  of 
the  Socialist  party,  which 
has  run  the  city  hall  since 
tbe  first  post-Franco  munici- 
pal elections  were  held  in 
1979.  and  the  Catalan  nation- 
alists whose  evergreen  foun- 
ding father,  Mr  Jordi  Pujol, 
won  control  of  the  restored 
Generali  tat  a year  later. 

In  few.  areas  of  public  pol- 
icy is  the  rivalry  more  visi- 
ble and  the  difference  of 
opinion  more  pronounced 
than  in  infrastructure 
arrangements  for  the  city. 
The  two  institutions,  whose 
headquarters  appropriately 
occupy  opposing  sides  of  the 
Plapa  San  Jaume,  In  the 
heart  of  old  Barcelona’s 
gothic  quarter,  have  riaghuH 
in  the  past  over  the  city’s 
metro  system  and  Its  ring 
roads. 

The  start  of  high-speed 
train  services  to  Barcelona, 
which  represents  the  biggest 
transport  development  since 
the  city  gained  a proper  air- 
port in  1949,  is  now  building 
up  to  become  the  biggest 
infrastructure  battle  to  date. 
Within  the  next  five  years 
the  train  will  link  Catalonia 
to  Madrid  and  to  tbe  French 


border.  At  stake  is  a cru- 
cially important  issue;  where 
should  the  high-speed  train 
stop  when  it  reaches  Barce- 
lona. 

The  Generali  tat  wants  the 
high-speed  train  station  to 
be  built  in  San  Cugat  de 
Valles,  a one-time  farming 
village  well  outside  Barcelo- 
na’s city  centre  that  has 
transformed  itself  into  an 
industrial  parts  and  one  of 
the  favoured  sites  of  high- 
tech  companies  investing  in 
the  region.  A toll  motorway 
and  tunnel  through  the 
mountain  range  that  presses 
Barcelona  against  the  Medi- 
terranean has  cut  travel 
time  between  the  city  centre 
and  San  Cugat  to  20  minutes 

The  city  hall  does  not 
want  a high-speed  train  sta- 
tion at  San  Cugat;  it  is  deter- 
mined that  tbe  railway  ter- 
minal should  be  within  the 
city’s  limits.  It  does  not  want 
Barcelona  to  be  bypassed 
and,  more  to  tbe  paint,  it 
wants  the  high-speed  train 
to  be  a catalyst  for  the  urban 
renewal  of  the  city’s  north- 
ern suburbs. 

The  increasingly  bitter 
stand-off  over  the  alternative 
locations  is  unlikely  to  be 
resolved  one  way  or  the 
other  before  the  summer, 
and  already  it  is  clear  that 
the  two  sides  are  arguing  at 
cross-purposes  about  differ- 
ent priorities. 

The  quarrel  centres  on 
radically  opposed  concep- 
tions of  bow  a big  infrastruc- 


ture development,  such  as 
linkage  to  a high-speed  train 
network,  should  best  be  util- 
Ised.The  cost  implications  of 
one  option  and  the  other  are 
hugely  different  and  they 
highlight  the  disparity  of  the 
two  platforms  that  have 
entered  the  debate.  Should 
the  new  infrastructure  serve 
Catalonia  as  a whole  or 
ought  it  to  primarily  benefit 
Barcelona,  the  region's 
powerhouse,  and  avert  the 
decline  of  its  inner  city? 

A high-speed  train  station 
at  San  Cugat.  skirting  Barce- 
lona. comes  at  a bargain 
basement  price  of  some 
Pta3bn.  Understandably  it  is 
the  preferred  location  not 
just  of  the  Generalitat, 
which  has  the  larger  Catalo- 
nia picture  in  mind  and 
wants  the  project  off  the 
ground  as  soon  as  possible, 
but  also  of  the  development 
ministry'  in  the  Madrid  cen- 
tral government  which  will 
be  responsible  for  financing 
the  high-speed  network. 

The  inner-city  location 
chosen,  by  the  Barcelona 
council  would  cost  at  least 
15  times  more  than  the  San 
Cugat  station  and  one  com- 
monly accepted  figure  for 
the  eventual  bill  is  Pta50bn. 
This  is  because  the  council 
wants  a multi-functional 
high-speed  train  terminal 
that  will  be  the  focal  point  of 
an  intern odal  transport  com- 
plex. 

The  city  hall's  grand  plan, 
called  the  Sagrera-Sant 


Andreu  plan  after  the  pro- 
posed location  of  the  inter- 
nodal  complex  is  to  have  the 
bullet  train  from  Madrid 
entering  south  Barcelona 
near  the  airport,  where  it 
will  stop,  and  then  continu- 
ing underground  to  resur- 
face near  the  city’s  northern 
limits. 

The  train's  airport  stop  is 
vital  to  the  ambition  that 
Barcelona  entertains  to 
make  the  airport  the  most 
efficient  and  attractive  hub 
In  the  north-western  Medi- 
terranean. More  than  16m 
passengers  - lm  more  than 
in  1997  - used  the  airport 
last  year  and  the  rapid 
increase  indicates  that  it  will 
soon  surpass  the  target  of 
18m  passengers  by  2002.  the 
target  total  in  the  late  1980s 
when  the  airport  underwent 
a big  overhaul. 

Barcelona's  city  hall  has 
pressed  for.  and  gained, 
approval  for  a third  runway 
at  the  airport  and  more  pas- 
senger terminals  by  2004.  It 
views  the  combination  of  a 
large  airport,  served  by  a 
high-speed  train  and  close  to 
an  important  sea  port,  as  an 
irresistible  combination  for 
passenger  and  freight  trans- 
port. 

From  the  airport,  the  bul- 
let train  will  travel  beneath 
the  city  to  emerge  at  the  real 
jewel  of  the  planned  infra- 
structure crown:  the  Sagrera 
station  or,  as  the  city  ball 
describes  it.  the  Sagrera 
in  ter  nodal  complex.  The 


complex,  currently  still  on 
the  drawing  boards,  aims  to 
be  a logistics  and  transport 
hub  that  will  feed  new  ring 
road  links  and  the  city’s  bos 
and  metro  services  as  well  as 
commuter  trains  and 
regional  train  services  for 
other  Catalonia  destinations. 

Barcelona  has  never  done 
things  by  halves  in  the  past 
and  the  Sagrera-Sant  Andreu 
plan  for  the  high-speed  train 
belongs  to  the  same  tradi- 
tion that  used  the  1992  Olym- 
pic Games  and  the  require- 
ment to  house  the  event’s 
athletes  as  an  excuse  ‘ to 
redevelop  a swathe  of  decay- 
ing, industrial  Barcelona. 

The  former  Olympic  vil- 
lage is  now  totally  inte- 
grated. with  Barcelona  and  $ 
has  given  the  city  a sea- 
front, beaches  and  mannas. 

If  the  city's  planners  have 
their  way.  the  high-speed 
train  terminal  at  Sagrera- 
Sant  Andreu,  in  what  is  at 
present  an  industrial  waste- 
land, will  be  a rich  source  of 
jobs  and  provide  an  addi- 
tional boost  to  a key  neigh- . . 
bourhood  of  revamped  Bar- 
celona. It  will  be  linked  to  a 
continuing  big  redevelop- 
ment in  the  Poble  Nou  area  7“ 
that  adjoins  the  gleaming 
Villa  Otimpica. 

Nobody  can  accuse  tbe 
city  council  of  short-term 
policies  and  it  is  easy  to 
admire  its  uncompromising 
awareness  of  the  challenges 
that  will  eventually  face  the 
inner  core  of  large  urban 
areas  if  economic  activities  0 
are  allowed  to  move  away  to  1 
the  suburbs. 

Mara  villas  Rojo.  Barcelo- 
na’s deputy  mayor  and  -the 
Sagrera  station's  most  elo- 
quent promoter,  says  the 
project  bas  become  wholly 
and  utterly  necessary  from 
the  strategic  point  of  view.  . . 

“If  we  don't  have  an  inter? 
nodal  station  where  we  want 
it.  inside  Barcelona,  the- 
city’s  centre  will  collapse  in 
50  years  time.” 


REBUILDING  THE  liceii  by  David 


White 


Rap  music  heralds  Puccini’s 
return  to  opera  house 
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role  as  an  emblematic institution  ^ lTiceu  is  nsing  from  the  ashes  t0  resume  its 
noiematic  mstrtution  and  symbol  of  social  prestige  and  cultural  stature 
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Rap  music  blares  through 
the  upper  reaches  of  the 
Gran  Teatre  del  Liceu,  Bar- 
celona’s opera  house. 

Faithful  to  their  own 
choice  of  accompaniment 
builders,  upholsterers,  deco- 
rators and  electricians  are 
racing  to  complete  recon- 
struction by  the  summer. 
That  will  leave  three  months 
of  trials  before  an  emotion - 
charged  resumption  of  per- 
formances in  October. 

The  Liceu  will  begin  again 
with  the  same  Puccini  opera, 
TUrandot.  that  was  being 
rehearsed  when  the  building 
was  destroyed  by  fire  one 
late  January  morning  five 
years  ago. 

The  fire,  which  gutted  the 
auditorium  and  stage  and 
brought  down  the  roof,  pro- 
voked an  immediate  senti- 
mental response.  And  now 
the  rebuilt  Liceu  is  set  to 
regain  its  place  as  an 
emblematic  institution,  a 
symbol  of  social  prestige  and 
cultural  stature,  strategi- 
cally located  on  the  bustling 


Gambia,  the  city's  quintes- 
sential thoroughfare, 

The  arts  have  long  been  a 
vital  pan  of  Barcelona's 
claim  to  international  recog- 
nition: culture  is  reckoned  to 
account  for  about  5 per  cent 
of  its  economic  output  and 
theatre  is  arguably  nowa- 
days its  liveliest  facet. 

Reconstruction  of  the 

Liceu  has  taken  a year  lon- 
ger than  planned,  but  has 
been  pursued  with  determi- 
nation while  Venice's  La 
Feuice.  victim  or  a similar 
disaster  three  years  ago, 
remains  a ruin. 

Barcelona's  co-ordinated 
approach  has  managed  to 
bypass  the  political  and 
financial  squabbling  which 
has  dogged  other  European 
opera  houses  such  as  Lon- 
don's Covent  Garden  or  the 
Paris  Bastille.  It  contrasts 
sharply  with  the  vaudeville 
saga  of  delays,  arguments 
and  mishaps  at  Madrid's 
Teatro  Real,  which  reopened 
for  opera  in  1997  after  almost 
10  years'  closure  and  a long 
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El  PERI0DIC0  DE  CATALUNYA 


A calm  insight  into 
* reality  of  a 
bilingual  society 
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in  its  constant  battle  to  raise 
the  linguistic  ceiling, 
Catalonia's  regional 
government  is  currently 
crossing  swords  with 
Hollywood  moguls  over  its 
demand  that  more  box  office 
hits  should  be  dubbed  into 
Catalan,  as  well  as  Castilian 
Spanish. 

For  an  altogether  calmer 
insight  into  the  reality  of  a 
bilingual  society  it  is 
preferable  to  pick  up  the  two 
daily  issues  that  are 
published  by  Barcelona's 
best-selling  daily  newspaper, 
B Peribd ico  de  Catalunya. 

Launched  with  a young 
staff  in  the  post-Franco 
period  when  home  rule  was 
restored  to  Catalonia.  El 
Periddico's  achievement  has 
srbeen  to  draw  level  with  La 
'VVanguardla,  the  region’s 
newspaper  of  record  for 
more  than  a century  and  one 
of  Spain’s  most  admired 
Journals. 

If  it  has  recently  inched 
ahead  of  its  powerful 
establishment  rival,  this  is 
due  to  a bold  editorial 
initiative  that  separately 
addresses  both  Catalan  and 
Caspian  Spanish  readers 
whereas  La  Vanguard ia 
prints  only  in  Castilian. 

The  credit  for  this  belongs 
in  great  part  to  Antonio 
Franco,  one  of  El  Periddico’s 
founding  journalists,  who 
returned  to  the  newspaper 
as  editor  in  the  early  1990s 
with  a brief  to  narrow  the 
gap  on  La  Vanguardia.  As 
he  pondered  over  the 
challenge,  be  began  to  think 
about  his  daughter  and 
rapidly  came  up  with  his 
dual  edit  ton  idea. 

His  daughter  belongs  to 
the  second  intake  of  children 
in  the  region  who  started 
their  schooling  using  Catalan 
as  the  educational  vehicle. 
“She  is  25  now  and  the 
point  is  that  everyone  under 
the  age  of  26  here  has  been 
taught  in  Catalan  and  that 
includes  just  about  everyone 
studying  journalism  in 
Barcelona,"  says  Mr  Franco. 

His  hunch  was  that  there 
would  be  an  increasing 
demand  for  a Catalan 
language  newspaper  among 
what  he  calls  the  “most 
dynamic  sectors  of 
Barcelona,  those  we  find  in 
political,  civic  and  cultural 
groups".  El  Periddico’s 
newsroom  was  In  any  case 


linguistically  schizophrenic: 
‘Our  editorial  meetings  and 
newsroom  discussions  were 
mostly  conducted  in  Catalan 
but  we  afi  switched  to 
, CasHGan  Spanish  when  we 
got  down  to  writing." 

Since  October  last  year, 
Mr  Franco's  daughter  has 
been  able  to  read  El 
Periddico  in  Catalan.  It  Is  a 
sister  edition,  or  more 
property  an  Identical  twin 
edition,  to  the  newspaper 
that  her  father  had  for  some 
time  been  editing  solely  in 
Castilian  Spanish. 

Mr  Franco  says  his  idea 
has  been  vindicated.  About 
40  per  cent  of  his  readers 


now  buy  the  Catalan  edition 
of  the  newspaper  and  with 
combined  daily  sales  of  the 
two  editions  totalling  some 
220,000  - some  10,000 
more  than  when  it  was 
printed  only  in  Spanish  - he 
believes  El  Periddico  has 
edged  ahead  of  La 
Vanguardia. 

At  Mr  Franco's  insistence, 
the  Barcelona-based  Grupo 
Zeta.  Spain's  third-biggest 
newspaper  group,  spent 
about  PtaBOOm  developing 
software  that  would  translate 
from  Castilian  Spanish  to 
Catalan  for  B Periddico,  the 
group's  flagship  newspaper. 
This  has  eventually  allowed 
B Periddico's  journalists  to 
write  their  stories  in  Castilian 
and,  at  the  push  of  a 
word-processor  button,  have 
their  words  switched,  into 
Catalan. 

The  translations  are. 
however,  not  perfect  and 
every  evening  20  sub-editors 
who  have  studied  Catalan 
philology  descend  on  El 
Periddico's  newsroom  to 
give  the  Catalan  edition  a 
final  polish.  Their  task  is 
ensure  that  the  second 
version  of  the  newspaper  is 
exactly  the  same  as  the  first 
in  style  as  well  as  in  content  i 
Mr  Franco  is  emphatic  g 
about  the  “sameness"  of  the 
two  editions.  Articles  on 
bullfighting,  which  Catalans 
on  the  whole  do  not  approve 
of,  are  printed  in  the  Catalan 
edition  just  as  reports  about 
castetlers,  a festive  Catalan 
event  which  involves  young 
men  standing  on  each 
other’s  shoulders  to  form  a 
human  tower,  appear  in  the 
Castilian  edition. 

Stylistically,  the  Catalan 
edition  reproduces  the  same 
punchy  and  crisp  writing  of 
the  Spanish  version.  El 
Periddico's  is  not  the  only 
daily  newspaper  to  be 
published  in  Catalan  but  it  is 
the  sole  one  to  have  gained 
what  by  Spanish  standards 
ranks  as  a large  readership. 

Mr  Franco  says  this  is 
because  it  favours 
“accessible  Catalan,  the 
language  that  people  speak 
in  the  streets"  over  the 
arcane  vernacular  of  other 
publications. 

The  dual  versions  of  B 
Periddico  arguably  provide 
the  best  evidence  that 
Catalan  has  gained 
considerable  ground  in 
everyday  usage  on  Castilian 
Spanish  in  Barcelona,  as 
elsewhere  in  Catalonia. 

This  time  next  year,  the 
newspaper's  journalists  will 
be  writing  In  either  Catalan 
or  in  Castfltan,  according  to 
their  preference,  and  the 
software  will  be  able  to 
translate  each  language  into 
the  other. 

Mr  Franco  believes  that 
the  readership  will  soon  be 
evenly  split  between  the  two 
editions,  and  it  is  reasonable 
to  expect  that,  over  time,  the 
Catalan  version  will  be  the 
predominant  one. 


phase  before  that  when  it 
was  used  only  as  a concert 
hall. 

The  Liceu.  previously 
under  private  ownership, 
has  been  converted  Into  a 
publicly-owned  theatre  run 
in  co-operation  with  private- 
sector  sponsors.  A third  of 
the  PtalSbn  reconstruction 
cost  is  privately  funded,  with 
half  coming  from  a combina- 
tion of  local,  provincial, 
regional  and  central  govern- 
ments and  the  remainder 
from  insurance  companies, 
who  made  it  a condition  of 
payment  that  the  building 
sbould  be  restored  to  its  for- 
mer use. 

The  Ore  Eve  years  ago  was 
not  the  first  catastrophe. 
Founded  by  a music  school, 
the  Barcelona  Philharmonic 
and  Dramatic  Lyceum 
('thence  the  name),  the  opera 
house  was  inaugurated  in 
1M7.  It  was  wrecked  by  a 
first  fire  in  1861.  but  man- 
aged to  open  again  two  years 
later.  Then  in  1893  an  anar- 
chist bomb  lulled  20  of  the 


audience  during  a perfor- 
mance of  William  Tell. 

The  Liceu  was  run  by  a 
proprietor  company  until  the 
1980s  when  public  authori- 
ties took  over  the  manage- 
ment. After  the  19SM  fire,  the 
shareholders,  who  still 
retain  seat  rights,  trans- 
ferred ownership.  More  than 
30  sponsors  including  banks, 
companies  and  broadcasters 
were  brought  in  as  minority 
partners  in  a foundation 
responsible  for  rebuilding 
and  running  the  opera.  In 
return  for  their  contribution, 
they  get  publicity  and  rights 
to  tickets  and  occasional  pri- 
vate use  of  the  premises. 

Work,  which  got  under 
way  three  years  ago.  ran 
into  problems  when  it 
became  necessary  to  build  a 
deep  underground  wall  to 
seal  off  the  stage  area  from 
water. 

Inside,  the  five-tier  tbeatre 
is  a near-replica  of  the  old 
Liceu,  with  the  same  2,300 
capacity  but  improvements 
in  lighting,  acoustics,  broad- 
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Priority  has  been  given  to  the  public  arises  during  reconstruction  of  the  Liceu 


casting  facilities,  comfort 
and  safety,  plus  a new  foyer 
and  a greatly  expanded  stage 
section.  The  reconstruction 
involved  the  purchase  of  sur- 
rounding buildings  and  dis- 
lodging some  100  residents 
in  order  to  more  than  double 
the  size  of  the  site. 

The  stage  area,  with  com- 
puterised machinery,  will 


now  occupy  most  of  the  site, 
making  Lhe  Liceu  more  like 
other  big  European  opera 
houses  and  enabling  it  to  put 
on  as  many  as  three  alter- 
nating productions,  increas- 
ing the  number  of  perfor- 
mances. with  different  casts 
and  at  different  prices  and 
times. 

“In  some  respects  the 


Liceu  is  already  a different 
tbeatre,"  says  Josep  Cam 
inal.  managing  director.  In 
the  interim,  the  company 
has  kept  up  a limited  season 
at  other  sites,  allowing  it  to 
lay  claim  to  being  Spain’s 
only  opera  with  an  unbroken 
tradition. 

Mr  Cam  inal  says  the 
revival  is  marked  by  "an 


obsession  for  rational  man- 
agement”. Targets  covering 
both  the  budget  and  the 
artistic  programme  have 
been  laid  down  in  a four- 
year  contract  The  number 
of  staff  ia  to  be  limited  to  275 
including  orchestra  and  cho- 
rus, compared  with  more 
than  420  at  the  time  of  the 
fire. 

The  aim  is  to  keep  subsi- 
dies - currently  Pta3.15bm  or 
63  per  cent  of  the  total 
annual  budget  - unchanged, 
except  for  inflation  adjust- 
ments. 

The  Turandoi  production, 
by  Nilria  Espert.  actress  and 
theatre  director  with  Ber- 
trand de  Billy,  the  Llceu’s 
new  French  music  director, 
will  not  be  an  ambitious  one, 
Mr  Camilla]  admits. 

For  prudence’s  sake,  few 
novelties  are  envisaged  in 
the  first  year,  with  a limit  of 
two  productions  running 
concurrently.  The  first  sea- 
son’s programme  includes 
eight  operas  and  two  ballets, 
with  recitals  in  November  by 
Montserrat  Caballe,  Marilyn 
Horne  and  Alfredo  Kraus. 
Some  midnight  perfor- 
mances are  planned  in  an 
attempt  to  win  young  audi- 
ences. 

A few  months  ago,  the  gilt 
on  the  balconies  could  be 
glimpsed  from  the  street 
through  an  opening.  Mr 
Caminal  says  reconstruction 
has  deliberately  given  prior- 
ity to  the  public  areas  of  the 
Liceu  - to  give  people  visible 
evidence  that  they  are  get- 
ting their  opera  back. 


Tom  Bums 
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We  chose  Barcelona  as  a logistical 


base  to  distribute  our  products 


throughout  Europe,  America  and  much  of  the 


0k 

world.  We  chose  well. J 


Yoshikazu  Hanawa , President  of  Nissan  Motor  Co.,  Ltd. 


In  the  last  ten  years,  more  tihan  £500  awnpanies  from  all  over  the  world  have  chosen  Barcelona  as  their  center  of  operations.  No  city  in  the 
South  of  Europe  can  offer  a comparable  critical  mass  of  economic  and  logistic  activities  in  so  smalt  a territorial  ambit  In  just  5 kilometres, 
Bareelona  coficentrat^s  the  .-port  (leader  in  container  traffic  in  the  western  Mediterranean),  the  airport  (since  1994,  with  the  greatest  growth  in 
Europe),  the  logistical  rone; ^industrial  estates,  the  exhibition  halls  and  the  principal  wholesale  markets  for  foods  and  perishable  products. 

All  this,  added,  bo-  rite-  dnurpassable  network  of  connections  with  Europe  and  the  rest  of  Spain,  makes  Barcelona  the  European  city  with  the  greatest 
growth  potential. and -one  oftffe  most  Ideal  for  Investment  and  business  development  Welcome  to  Barcelona,  Welcome  to  the  hub  of  Southern  Europe. 
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BARCELONA 

The  Souihern  Gateway  to  Europe 
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URBAN  DEVELOPMENT  by  David  White 
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I Olympic  face-lifts  brought  brighter  aspects  to  city 


> * 


An  entire  shoreline  sector  will  soon  have  been  redesigned  and  Barcelona  is  once  again  extending  Its  boundaries 


6 


Barcelona’s  history  can  be 
read  on  its  map  like  the 
rings  on  a tree-trunk.  The 
modem  city  shows  the  evi- 
dence less  of  continuous 
change  than  of  intermittent, 
dramatic  transformations. 

The  1992  summer  Olym- 
pics brought  the  most  recent 
spurt  of  activity,  a surgical 
facelift  which  brightened  the 
city's  whole  physiognomy.  A 
section  of  Mediterranean 
waterfront  was  rescued  from 
oblivion  - stretching  from 
the  old  port,  now  devoted  to 
leisure  activities  3nd  a 
World  Trade  Centre  under 
completion,  to  the  harbour 
area  built  for  the  Games, 
where  the  neglected  rem- 
nants of  a Victorian  indus- 
trial zone  were  cleared  and 
Spain's  oldest  railway  line 
was  ripped  out  to  create  a 
new  district. 


Barcelona,  which  seemed 
almost  to  have  forgotten  it 
bad  a sea  front,  gained  4km 
of  urban  beach.  A fresh 
impetus  is  now  under  way  to 
finish  the  job  of  opening  up 
the  seafront  further  to  the 
east. 

Many  of  the  projects  put  in 
motion  for  the  Olympics 
were  thought  about  for  years 
but  never  implemented,  says 
Xavier  Casas,  deputy  mayor 
responsible  Tor  urban  devel- 
opment. Plans  for  ring  roads, 
for  instance,  had  been 
around  since  the  196Us.  And 
even  then,  not  all  the  pro- 
jects were  carried  through. 

Bold  planning  initiatives 
go  back  a long  way.  A 
tongue  of  land  known  as 
Barceloneta  next  to  the  old 
port  - a run-down  area  until 
recently  - was  developed  in 
the  middle  of  the  ISth  cen- 


tury to  house  people  made 
homeless  by  the  building  of 
the  Cuitadella  fort,  a symbol 
of  Bourbon  dominion. 

The  fort  was  later  demol- 
ished and  the  site,  now  a 
park,  used  for  Barcelona's 
Universal  Exhibition  in  1888. 


Australian  art  critic  and 
writer  Robert  Hughes  in  his 
comprehensive  book  Barce- 
lona: “a  grid  layout  of 
squares  that  encloses  Barce- 
lona's old  city  like  a walnut 
in  an  enormous  slab  of 
stamped  chocolate." 


rehousing  requirements.  But 
work  began  last  year  on  a 
giant  S8Q0m  private  develop- 
ment in  the  area  by  the 
Houston-based  Hines  group. 

The  Diagonal  Mar  project, 
extending  Barcelona's  new 
Mediterranean  frontage,  is 


Jay  Wyper,  Hines'  general 
manager  in  Spain,  says  -LOGO 
inquiries  have  been  received 
even  before  the  project  goes 
on  sale. 

With  plans  for  Barcelona's 
Universal  Forum  of  Cultures 
in  2004  also  in  hand,  this 


By  then,  radical  change  was  — entire  shoreline  sector  will 


well  under  way  - a new- 
inland  city  for  a burgeoning 
bourgeoisie  invading  former 
military  land  beyond  where 
the  medieval  walls  used 
be. 

The  building  of  the  Eix- 
ample  - “extension"  - con- 
tinued until  about  1910,  on 
an  unrelentingly  rectilinear 
street  pattern,  mollified  by 
chamfered  comers.  Engineer 
ndefons  Cerda's  design  was 
to  Barcelona  what  Baron 
Haussmann's  boulevards 
were  to  Pans. 

It  is  perfectly  described  by 


*A  grid  encloses  Barcelona’s  old  city 


have  been  redesigned. 

The  city  is  once  again 
= ....  . . extending  its  boundaries. 

like  a walnut  in  a slab  of  chocolate’  with  ambitious  schemes  to 

to  remodel  the  two  rivers 

which,  with  the  hills  behind 


One  part  of  the  Cerda 
plan,  however,  is  only  now 
being  put  into  place.  A diag- 
onal avenue  - called  just 
that.  Avinguda  Diago- 
nal - which  slashes  across 
the  gridiron  pattern  was 
meant  to  extend  to  the  shore 
east  of  the  city.  Getting  this 
done  for  1992  proved  too 
complicated  because  of 


designed  as  an  integrated 
residential,  commercial  and 
entertainment  complex  over 
34ha.  including  a public  park 
and  a zone  set  aside  for  a 
congress  hall.  Building  of 
the  first  stage  of  more  than 
1.600  residential  units  is  due 
to  start  in  April,  with  the 
whole  project  scheduled  for 
completion  by  early  2001. 


and  the  sea  in  front,  make  a 
natural  frame:  the  Uobregat 
to  the  west  being  diverted  to 
gain  more  port  space,  and 
the  BesOs  to  the  east,  now 
more  of  an  open  sewer, 
scheduled  for  restoration. 

This  eastern  area  concen- 
trates the  worst  aspects  of 
Barcelona,  which  suffered 
unplanned  growth  around 


the  1960s  as  migrants  poured 
in  from  other  Spanish 
regions.  The  building  of 
shoddy  apartment  blocks  in 
the  outskirts,  often  without 
proper  roads,  coincided  with 
the  impoverishment  of  some 
of  the  oldest  quarters. 

After  long  neglect.  Mr 
<?a«n;  says  about  Ptal20bn  of 
public  funds  from  a range  of 
sources,  including  European 
Union  grants,  has  been 
invested  on  housing  and 
other  facilities  in  the  old  city 
in  the  past  10  years,  includ- 
ing Barcelona's  Contempo- 
rary Art  Museum  (Macba). 

A council-led  venture.  Cui- 
tat  Vella,  covering  20  sepa- 
rate projects,  is  a prime 
example  of  the  mixed  “Bar- 
celona model",  based  on 
partnership  with  banks,  tra- 
despeople and  service  indus- 
tries. 


Apart  from  conservation 
of  the  city's  historic  ..core, 
more  drastic  rehabilitation 
has  been  under  way  on  the 
other  side  of  the  Rambla,  the 
tree-lined  avenue  at  the 
heart  of  Barcelona. 

This  dilapidated  Raval  dis- 
trict. once  densely  popu- 
lated. lost  70  per  cent  of  its 
inhabitants  between  I960 
and  1990.  becoming  a refuge 
for  African  and  Latin  Ameri- 
can migrants  and  a hive  of 
the  heroin  trade. 

In  the  streets  behind  the 
rebuilt  Liceu  opera  house, 
due  to  reopen  this  year,  one 
can  still  just  catch  the  fla- 
vour of  what  used  to  be  the 
dark  depths  of  the  red  light 
district  known  as  the  Chi- 
nese Quarter  - the  remains 
of  a raffish,  more  secret  Bar- 
celona, now  changing 
beyond  recognition. 
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PROFILE 

FOOTBALL  CLUB  BARCELONA 


Barca  purists 


ponder  the 
price  of  success 


Anyone  doubting  the  special 
status  that  Football  Club 
Barcelona  enjoys  in  the 
political,  cultural,  and 
economic  life  of  the 
city  would  need  to  have 
been  blind  over  the  past 
year. 

The  club's  centenary 
celebrations  have  included  a 
whole  range  of  mass 
activities  from  an 
Olympic-style  sporting 
extravaganza  in  FC 
Barcelona’s  huge  Camp  Nou 
stadium  (capacity  1 20.000) 
to  an  unprecedented  43-part 
documentary  series  devoted 
to  the  history'  of  the  club  on 
prime  time  Catalan  TV  - all 
with  the  blessing  and 
encouragement  of  the  local 
regional  government  and 
elected  mayor. 

As  one  of  the  producers  of 
the  programme.  Eduard 
Boet  puts  it:  “In  many  ways 
the  history  of  the  club  is 
inseparable  from  the  history 
of  Catalonia.  A great  thing 
about  football,  though,  is 
that  it  makes  politics 
accessible  to  a wider 
audience."  it  also  makes  a 
lot  of  money,  he  could  add. 

Barga  as  it  is  affectionately 
known  locally,  was  formed  in 
1898  - the  year  the  Spanish 
empire  lost  its  last  colonial 
outpost  but  when  Catalan 
nationalism  was  poised  for  a 
revival. 

Founded  by  a Swiss 
entrepreneur  who  had  set  up 
home  in  Barcelona,  the  club 
spread  from  its  middle-class 
beginnings  to  become  a 
mass  movement  with  an 
underlying  loyalty  to  the 
Catalan  nationalist  cause. 

This  sense  of  identity  was 
fuelled  during  foe 
dictatorship  of  General 
Primo  de  Rivera  in  the  1920s 
and  later  during  the  Franco 
years,  when  the  football  dub 
survived  as  one  of  the  few 
institutions  in  which 
Catalans  could  express  their 
separateness  from  the  rest 
of  Spain. 

Democracy  has  given 
Catalans  cultural,  political, 
and  a large  measure  of 
economic  freedom.  But  the 
club  is  still  a bastion  of 
collective  sentiment,  no 


more  fanatically  expressed 
than  in  bruising  encounters 
with  Real  Madrid. 

The  rivalry  not  only  has  its 
roots  in  the  past,  but  is  also 
actively  promoted  for 
commercial  reasons. 
Matches  between  foe  two 
represent  one  of  the  great 
events  of  the  international 
football  calendar,  followed 
by  dedicated  fans  around 
the  world,  and  generating 
massive  TV  and  sponsorship 
revenue. 

“If  Real  Madrid  did  not 
exist  we  would  have  to 
invent  it."  Manolo  Vazquez 
Montalban,  the  Catalan 
author,  has  commented. 

According  to  a recent 
survey  of  the  richest  football 
clubs  in  the  world  published 
by  Deloitte  & Touche  and 
FourFourTwo  magazine. 
Barca  has  the  edge  on  its 
historic  rival  in  financial 
terms  - Barcelona  is  second, 
and  Real  Madrid  third  in  a 
table  topped  by  the  UK’s 
Manchester  United.  Its 
annual  turnover  ot  E58.9m 
compares  with  Manchester 
United's  £87. 9m  although 
Bar?a  has  managed  to 
remain  - as  it  has  been 
since  its  foundation  - owned 
by  its  members. 

With  average  attendances 
exceeding  75,000,  a current 
membership  of  105,000,  a 
loyal  TV  audience  of  more 
then  500,000,  and  a 


i TOURISM  by  David  White 


Change  of  image  has 
brought  fame,  fortune 


Long  gone  are  the  days  when  Barcelona's  hotels  were  deserted 
in  August.  Annual  growth  of  10-15  per  cent  is  now  forecast 


Barcelona  used  to  be 
considered  a grey  city  vis- 
ited mostly  by  businessmen, 
promoting  itself  mainly  as  a 
place  for  industrial  fairs  and 
congresses,  avoided  by  the 
I sun-seekers  beating  a path 
! to  the  Mediterranean  coast. 

Bat  it  has  undergone  a 
i change  of  image  since  the 
19S05.  becoming  one  of 
Europe's  most  popular  city 
destinations  and  doubling  its 
number  of  visitors.  Last  year 
the  visitors  spent  7.5m  botel 
nights  there  compared  with 
3.8m  in  1990.  This  year,  the 
, figure  is  expected  to  be  8m. 
i and  naif  as  many  again  in 
five  years. 

-Barcelona  is  con-verting 
itself  into  z recreational 


I nucleus  - but  also  as  a 


Barcelona  has  invested  in  some  of  the  world's  best  players  including  RrvakJo  of  Brazil 


patriarchal  style  of 
management  with  a sharper 
if  more  ruthless 
administration,  with  the 
emphasis  on  maximising  the 
club's  economic  potential. 

In  his  20  years  in  the  hot 
seat,  Mr  Nunez  has  presided 
over  a massive  expansion  of 
the  club  membership  - if 
stood  at  just  77.000  in  1978 
- and  in  its  annual  revenue. 


‘The  great  thing  about  football  though 
is  that  it  makes  politics  more 
accessible  to  a wider  audience’ 


worldwide  network  of  more 
than  1 .200  fan  clubs,  Barqa 
is  the  best  supported 
football  club  in  the  world. 

Josep  Lluis  Nunez,  the 
club's  president,  is  world 
sport's  longest  surviving  top 
man,  having  successful 
seen  off  attempts  to  topple 
him  in  membership  elections 
periodically  held  since  he 
took  over  in  1978. 

Mr  Nunez,  a construction 
magnate,  replaced  a 
somewhat  benevolent  if 


from  Pta817m  to  Pta14.9bn. 
Along  foe  way.  he  has 
expanded  the  capacity  of 
foe  Camp  Nou,  invested  in 
some  of  the  world's  best 
players  and  managers 
- including  Maradona. 
Cruyff,  and  Ronaldo  - and 
become  one  of  the  most 
powerful  figures  in  the  city. 

The  Barqa  membership 
has  traditionally  taken  pride 
in  its  ownership  of  the  club, 
doggedly  refusing  to  be 
seduced  by  the  stock 


exchange  claiming  that  not 
to  do  so  would  risk  losing  a 
political  and  cultural  identity 
to  some  intangible  force.  At 
the  same  time  membership 
fees  and  season  tickets  have 
traditionally  been  kept 
relatively  cheap  compared  to 
other  Spanish  clubs,  in  order 
to  maintain  a volume  of 
support  that  in  itself  has 
ensured  increasing 
commercial  spin-offs. 

The  figures  speak  for 
themselves.  Despite  the 
growth  in  membership,  the 
percentage  of  total  revenue 
represented  by  members' 
fees  and  ticket  sales  has 
fallen  from  87  per  cent  to  35 
per  cent  since  1978.  In 
recent  years  foe  big  new 
source  of  revenue  has  been 
in  the  form  of  TV  contracts, 
particularly  lucrative 
whenever  the  club  plays  in 
European  competitions,  and 
essential  in  offsetting  the 
cost  of  players  which  in  the 
in  the  1997-98  accounts  are 
put  at  more  than  Pta7bn. 

"Our  strategy  is  to  resist 
and  respond  to  the 
increasingly  competitive 
world  of  international  football 
while  preserving  our  identity 


as  a club,"  says  Jauma 
Pares,  the  dub 
administrator. 

The  establishment  of  a 
semi-charitable  foundation 
through  which  local  private 
companies  and  institutions 
can  channel  funds  to  the 
dub’s  social  projects  has 
helped  the  revenue  side,  as 
have  a number  of 
sponsorship  and 
merchandising  deals. 

But  the  club’s  most 
ambitious  project  remains  a 
Pta40bn  project  to  convert 
the  area  surrounding  the 
Camp  Nou  into  a huge 
theme  park  and  leisure 
centre  to  attract  more  than 
7m  visitors  a year,  more 
than  double  foe  number  that 
currently  visit  the  stadium 
and  nearby  museum. 

Such  plans  worry  foe 
purists  among  the  {3arga 
membership,  as  does  the 
fact  that  the  team  now  has 
more  Dutchmen  and 
Brasilians  than  Catalans. 
Exactly  what  the  price  of 
success  is  remains  a 
question  that  produces 
divisive  debate. 


Jimmy  Bums 


bridge  to  the  rest  of  the  Med- 
iterranean." says  Jordi  Clos. 
owner  of  the  stylish  five-star 
Hotel  Claris  and  four  other 
hotels  in  the  city.  He  recalls 
when  business  was  mainly 
Monday  to  Friday  and  when 
August  was  deserted.  “The 
city  wasn’t  prepared  for 
tourism."  he  says. 

The  1992  Olympics  made 
the  difference,  bringing  fame 
and  a big  increase  in  capac- 
ity and  facilities.  But  for 
three  years  afterwards,  hote- 
liers could  not  fill  the  extra 
beds,  and  room  rates  plum- 
meted- Mr  Clos  now  antici- 
pates growth  of  10-15  per 
ceDt  a year  and  believes 
prices  will  probably  remain 
below  those  of  big-city  hotels 
elsewhere  in  Europe. 

There  is  now  a year-round 
turnover  of  visitors  wanting 
to  take  in  Barcelona  culture, 
museums,  architecture,  res- 
taurants and  “atmosphere". 

Promotion  is  carried  out 
by  Turisme  de  Barcelona,  a 
consortium  formed  six  years 
ago  between  the  city  council 
and  the  chamber  of  com- 
merce. Raimon  Martinez 
Fraile,  its  general  manager, 
says  that  unlike  similar  ven- 
tures in  a number  of  other 
European  cities  it  now 
largely  pays  for  itself,  rely- 


J. 


Gaudi's  architecture  such  as  Parc  Guefl  is  a big  drawcard  11 


ing  on  subsidies  for  37  per 
cent  of  its  budget. 

The  consortium  has  made 
information  offices  into 
sources  of  income  through 
foreign  exchange  bureaux, 
hotel  reservations  and  sou- 
venir sales.  It  charges  for  its 
maps.  And  its  tourist  bus 
stops  only  at  sites  which  are 
willing  to  pay  for  the  ser- 
vice. 

Those  that  pay  up  include 
the  Sagrada  Familia  cathe- 
dral - the  termites ’-nest-1  ike 
structure  which  to  the  puz- 
zlement of  many  Barcelona 
residents  attracts  more  visi- 
tors than  other  Gaudi  build- 
ings - and  the  football  club’s 
museum,  which  ranks  sec- 
ond only  to  the  Picasso 
museum  in  popularity. 

Barcelona's  tourist  market 
is  distinct  from  the  rest  of 


Spain's.  Britons  and  Ger- 
mans dominate  the  overall 
Spanish  figures.  But  Barce- 
lona, which  has  become  file 
principal  Mediterranean^ 
cruise  centre  after  Athens’s? 
now  counts  on  the  US  as  its 
chief  source  of  foreign  visi- 
tors. Russians.  Japaaese  and 
Brazilians  have  also  figured 
prominently  - at  least  until 
all  three  countries  were 
stricken  by  financial  tur- 
moil. 

As  well  as  mam  taming  its 
congress  business.  Barcelona 
has  made  a speciality  of 
company  staff  incentive  pro- 
grammes. Mr  Martinez 
Fraile  says  the  euro  will 
make  its  price  advantage 
transparent  against  rivals 
such  as  Vienna  and  Amster- 
dam. “We  are  absolutely 
competitive,"  he  says. 
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Begirryour  international 
career  at  ESADE  Barcelona 
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Away  from  the  buzz  of  the  city,  a taste  of  the  quiet  Dfe  is  available 


FINANCIAL  TIMES  SURVEYS 


FT  Surveys 

Number  One  Southwark  Bridge 

London  SE1  9HL 

Tel  +44  (0)  171  873  4090 

Fax  +44  (0)  171  873  3197:  e-mail:  FT. Surveys'® FT. com 


SURVEYS  PROGRAMME  AND  INDEX 

□ For  details  ot  forthcoming  surveys  or  a list  of  past  surveys,  consult  the  FT  Web  site  htt pJf_ 
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FINANCIAL  TIMES  SURVEY 


ts  to 


, ..  . 


to  define  itself 

The  electorate’s  rejection  last  December  of  the 
administration’s  plans  to  seek  full  US  statehood 
has  left  the  territory's  future  status  still  open  to 
debate..  The  focus  now  is  on  reforms  aimed  at 
expanding  the  service  sector.  Richard  Lapper 
and  Canute  James  report 
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Visitors  to  Puerto  Rico  are 
often  surprised  when  they 
are  welcomed  to  “the  United 
States.”  Just  over  100  years 
since  it  was  ceded  by  Spain 
to  the  US.  Puerto  Rico  is  still 
struggling  to  define  itself. 

, Last  December,  a majority 
of  the  island’s  predomi- 
nantly Spanish-speaking 
electorate  rejected  plans  to 
opt  for  full  US  statehood. 
Other  options  - including 
full  independence  - were 
even  less  popular,  effectively 
leaving  intact  the  island's 
“commonwealth”  sta- 
tus - under  which  Puerto 
Ricans  retain  their  US  citi- 
zenship. enjoy  their  Latin 
-.American  cultural  identity 
but  have  only  limited  con- 
trol over  their  own  affairs. 

- 'The  referendum  was  a set- 
back for  Pedro  Rosselld,  the 
governor,  and  his  Partido 
Nuevo  Progresista  (PNP) 
administration.  The  gover- 
nor had  promoted  statehood 
as  a key  element  of  his  pro- 
gramme of  economic  diversi- 
fication and  modernisation 
since  his  election  m 1992.  Mr 
Rosselio  . says  state- 
hood - which  would  also 
need  to  overcome  strong 
opposition  in  the  US  Con- 
gress-is  required  if  the 
island  is  to  “reach  its  full 
potential"  reducing,  the- gap 
in  living  standards  which 
still  separates  it  from  the 
poorest  US  states. 

“I  believe  our  development 
is  hindered  by  not  being  able 
to  compete  with-  4be  -je«;  of 


the  US.  Historically,  every 
territory  that  has  become  a 
state  has  markedly  improved 
its  economic  parameters,"  he 
said.  Taking  encouragement 
from  the  fact  that  more 
Puerto  Ricans  voted  for 
statehood  than  any  other 
constitutional  option.  Mr 
RosselM  vows  to  press  ahead 
with  the  campaign. 

Puerto  Rican  debate  about 
political  status,  always  pas- 
sionate if  not  convincing, 
tends  to  ignore  the  apparent 
lack  of  interest  of  US  legisla- 
tors who  win  be  the  ones  to 
ultimately  decide  any 
change  in  the  island's  ties 
with  the  mainland. 

Advocates  of . the  status 
quo  and  of  political  indepen- 
dence contend  that  the 
island  is  a I^tin  American 
country,  and  that  US 
congressmen  do  not  want  it 
as  a state.  Congressmen  may 
want  the  issue  to  die;  Puerto 
Rico's  politicians  intend  to 
keep  it  alive. 

The  debate  has  led  Puerto 
Rico  to  reduce  once  growing 
ties  with  its  neighbours  and 
concentrate  only  on  the 
nature  of  its  links  with  the 
US  mainland.  Unable  to 
carry  out  its  own  foreign  pol- 
icy, Puerto  Rico  cannot  fulfil 
the  Caribbean  destiny  which 
was  conceived  by  some  of  its 
leaders  when  its  drive  for 
industrialisation  - - started 
about  SO  years  ago. 

The  island’s  participation 
in  regional  organisations 
. ^olv^r^Ertouris»--trade 


and  development  finance  bas 
to  be  approved  by  Washing- 
ton. With  Cuba  increasingly 
being  involved  in  these 
regional  organisations, 
Washington  prevents  Puerto 
Rico’s  participation. 

In  the  meantime,  however, 
Mr  Rosselio  will  continue  to 
develop  a programme 
of  ambitious  economic 

reforms. 

The  expected  US  decision 
three  years  ago  to  phase  out 
over  10  years  Section  93«  of 
the  US  Internal  Revenue 
Code,  under  which  US  com- 
panies investing  in  Puerto 
Rico  did  not  pay  tax  on  prof- 
its left  in  the  island,  has 
made  necessary'  a change  in 
the  economic  strategy, 
which  bas  guided  Puerto 
Rican  development  since  the 
late  1940s.  But  government 
officials  say  that  the  longer- 
term  decline  in  the  produc- 
tivity of  the  island's  manu- 
facturing base  and  the  asso- 
ciated trend  towards  slower 
economic  growth  in  the 
19806  and  1990s  would  have 
made  a change  of  policy  nec- 
essary in  any  case. 

The  new  policy  is  designed 
to  increase  the  relative 
importance  of  the  service 
sector,  extend  Puerto  Rico's 
trade  and  investment  ties, 
especially  in  Europe  and 
Latin  America,  and  increase 
the  amount  of  high  technol- 
ogy manufacturing  on  the 
island. 

A new  programme  of  tax 
incentives  - launched  early 


•Official 
Commonwealth  at 
Puerto  Rico 

• Fona  of  government 
US-styfe  representative 
system 

• Head  ot  state 

Elected  governor,  currenfly  Pafro  J 


- Tt»  executive 

A governor  a elected  every  fOLff  years 
and  appoints,  with  the  approval  ot  the 
Legislative  Assembly , secretaries  of 
departments  to  administEr  executive 
power 

• Hattont  tegistetnua 

Bicameral  Legislative  Assembly; 
the  Senate  has  77  members,  two  for 
each  of  the  eight  districts  and  it  elected 
from  the  Commonwealth  as  a whole; 
the  House  ot  Representatives  has  51 
members,  ore  for  each  ctf  the  40 
representahie  tfisnictx  and  1 1 from  the 
Commonwealth  as  a whoto 


• Legal  system 

US- aye  court  system  operating  within 
the  Comnunwealtfi,  with  the  Island  also 
operating  as  a US  district  with  Justices 
appointed  by  the  prestoem  at  the  US. 
Although  it  is  a US- style  court  system, 

H is  based  not  on  common  taw  but  on 
tile  Napoleonic  Code 

• National  elections 

November  5 1996;  next  election  due  by 
November  2000 

• National  government 

The  Parti  do  Nuem  Progresista  holds  two 
-think  ollhe  seats  In  Ihe  Senate  and  the 
House  of  Reprasemadves 

• Uafai  pofifcaf  organisations 
Government  - Partido  Nuevo  Progressta 
(PNP1 

Opposition  - Parti  da  Popular  Democritico 
{PPDfc  Partido  mdependentiso 
PuertontfluaTo  (PIP) 

Bdra-parfamenfay  opposition  - Nuevo 
Movbitiento  Wapendertfca  (NW); 
CongmoHodDNano 
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last  year  - is  especially  gen- 
erous for  companies  invest- 
ing in  education,  training, 
research  and  development. 
Puerto  Rico  has  begun  to 
privatise  its  utilities  and 
loss-making  government 
businesses  as  part  of  moves 
to  improve  its  infrastruc- 
ture. 

Efforts  are  also  being 
made  to  promote  science  and 
technology-based  businesses. 
In  part  this  will  build  on  the 
established  strength  of  the 
pharmaceuticals  industry. 
Puerto  Rico  hosts  manufac- 
turing activities  by  some  of 
the  world’s  big  pharmaceuti- 
cals companies  and  drugs 
such  as  tranquillisers  and. 
anti-depressants  are  its  big- 


gest exports. 

At  the  same  time,  the  gov- 
ernment also  aims  to 
develop  its  health  care  sec- 
tor around  the  newly  priva- 
tised network  of  clinics  and 
hospitals,  as  well  as  areas 
such  as  biotechnology.  Jose 
VillamU  of  Estudlos  Tfcni- 
cos,  economic  analysts,  says 
the  fact  that  US  regulatory 
standards  apply  in  these 
areas  "gives  us  an  edge  in 
terms  of  clinical  testing”. 

C-arlos  Vivoni.  secretary 
for  economic  development, 
says  the  new  strategy  could 
have  the  same  impact  as 
“Operation  Bootstrap”,  the 
tax  incentive  and  govern- 
ment promotions  introduced 
in  the~  late  1940s  that  suc- 


ceeded in  industrialising  an 
economy  hitherto  dominated 
by  export  agriculture.  “We 
are  undergoing  our  second 
major  transformation,  mov- 
ing from,  an  industrial  to  a 
knowledge-based  economy.” 

The  new  policy  has  not 
been  entirely  successful.  The 
government  downplays  the 
effect  of  the  removal  of  Sec- 
tion 936.  but  jobs  have  been 
lost  in  manufactur- 
ing-mainly  in  the  labour- 
intensive  clothing  sector. 

Opposition  politicians  say 
that  Mr  Rosselio  should  have 
done  more  to  preserve  the 
Section  936  tax  benefits  and 
say  that  little  has  been 
achieved  in  terms  ofji versi- 
fication of  the  economy. 


' ftai  yrara  tMjsluid 

Anibal  Acevedo  Vild.  a 
leader  of  the  opposition  Par- 
tido Popular  Democratico- 
says:  “I  don't  see  a model  to 
replace  the  impact  of  manu- 
facturing. There  is  no  way 
the  new  model  can  make  up 
for  the  jobs  lost  in  manufac- 
turing.” 

Puerto  Rico  is  still  heavily 
dependent  on  the  US  - more 
than  80  per  cent  of  its 
exports  are  destined  for  the 
US  market.  Federal  transfers 
and  grants  may  be  declining 
but  they  still  form  a signifi- 
cant cushion,  allowing  the 
government  to  bolster  the 
economy  through  public 
spending  projects  and  gener- 
ous Jax  breaks. 

On  the  other  hand,  Mr 


Rosselio  can  boast  some 
impressive  successes.  The 
expansion  of  the  tourism 
sector  has  been  noteworthy 
with  Puerto  Rico  now  begin- 
ning to  challenge  established 
industry  leaders  in  the 
Caribbean  such  as  the  Baha- 
mas. and  the  Dominican 
Republic. 

There  is  significant  work 
being  done  to  improve  infra- 
structure services.  The 
island's  chronic  water  sup- 
ply problems  should  end  in 
about  four  years,  following 
the  privatisation  of  the  man- 
agement of  the  water  com- 
pany. while  investments  by 
several  private  power 
companies  have  removed 
fears  of  an  electricity  short- 
age. 

Telecommunications  and 
transport  are  also  being 
expanded.  It  is  still  too  early 
to  judge  the  impact  of  the 
$3.1bn  privatisation  of  the 
Puerto  Rico  Telephone  Com- 
pany last  year,  but  shipping 
costs  are  said  to  have  fallen 
by  about  a fifth  since  the 
privatisation  of  Navieras. 
the  state-owned  shipping 
company. 

Although  there  is  no  sign 
that  the  pharmaceuticals 
companies  that  increasingly 
use  Puerto  Rico  as  a manu- 
facturing base  are  rushing  to 
conduct  research  and  devel- 
opment on  the  island,  one 
growing  local  compa- 
ny - Mova  - has  begun  to  do 
so. 

“At  this  point  it  is  too 
early  to  know  what  the 
long-term  impact  of  the 
changes  will  be,  but  you 
couldn't  continue  with  the 
old  system."  says  Mr  Vil- 
lamil.  “The  new  economic 
policy  has  identified  the 
areas  in  which  Puerto  Rico 
had  to  become  more  viable. 
It  bas  not  been  successful  in 
motivating  higher  rates  of 
growth  but  it  has  shifted 
attention  to  things  that  need 
doing,  its  success  has  been 
in  shifting  the  way  the  gov- 
ernment and  the  private  sec- 
tor look  at  the  economy. 
This  has  made  a major  dif- 
ference.” As  Mr  Vivoni  con- 
cedes, change  will  not  hap- 
pen overnight.  “Operation 
Bociistrap  took  a good 
decade  or  two  to  happen." 


Puerto  Bko,  USA  blends  a storied  past  with  a bright  future.  Our  New  Economic  Model  is 
synergizing  all  of  the  following: 

• a highly-skated,  well-educated,  bilingual/  biciitturai  work  force; 

• a business-friendly  government  determined  to  feeffitate  corporate  initiative; 

■ a multi-btifion-doUar  investment  in  state-of-the-art  infrastructure; 

« an  outwarcUooldngl,.!»^^  philosophy. 

Vision,  dedication  and  harmonious  collaboration  between  our  public  and  private  sectors 
have  converted  the  United  States!  Island  of  Enchantment  into  the  high-tech  hub  of  the 
Caribbean  - a pacesetter  in  manufacturing,  finance,  communications,  transportation  and 
a host  of  other  cutting-edge  industries.  In  this  era  of  Western  Hemisphere  economic 
integration,  Puerto  Rico  is  fast  becoming  a true  Bridge  of  ihe  Americas. 

In  my  1993  inaugural  address,  I outlined  the  scope  and  dimensions  of  .a  Hew  Beginning, 
“ft  can  be  done,-.  I affirmed,  “and  it  win  be  done."  Well,  so  it  has.  •We  tBe  (people  of 
touno  <njco  have  since  effected  the  sw^ng'.transfbfiuation  that  is  summarized  within 
these  pages.  We  have  empeswered  our  entrepreneurs  and  workers  alike,  through  such 
ambitious  ventures  as... 

• Education  reform,  that  has  introduced  community  schools  and  a voucher  system:  health-care 
reform,  that  has  brought  private  insurance  protection  to  the  medically  indigent  an  innovative 
and  relentless  cramdown  on  violem  crime,  that  has  enhanced  the  quality  of  life  for  afl. 

• kk»me-t^ie<Ajdions  averaging  20%.  coupled  with  the  enactment  of  superb  incentives  for 

• industrial  activities  ranging  from  res^irxdi^ncWeveloprnent  to  tourism. 

• UpwaidsofSiO^jfllionbeingutffizedfortlteconstructionorimproverTientof  roads,  seaports, 
airports,  schools,  mass-transit,  basic  utilities,  a world-class  convention-center  complex  and 

' other  vital  elements  of  infrastructure. 

• A Privatization  program  that  will  soon  have  eliminated  costly,  cumbersome  government 
competition  with  the  business  community, through  toe  sale  of  publicly-owned  properties  that 
run  toe  gamut  from  hospitals,  hotels  and  a -telephone  monopoly  to  an  ocean-cargo  line  and  a 
variety  of  agricultural  enterprises. 

Yes,  a New  Begfinnfng  has  triumphantly  evolved  into  an  unshakable  Commitment  to 
Tomorrow,  as  n4  tfe  People  ef  teuno  Qfca  accelerate  our  preparation  for  permanent 
preeminence  in  the  21st  century. . 

Sincerely, 
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p-  TRADE  BRIDGE  by  Canute  James 


Proposal  is  regarded  as  a challenge  and  opportunity 


S-r>-  • Y-  : 


Puerto  Rico  is  hoping  to  transform  itself  into  a 'trade  bridge’  between  North  and  South  America,  and  between 


The  proposed  Free  Trade 
Area  of  the  Americas,  to  be 
created  in  2005.  is  regarded 
by  Puerto  Rico’s  administra- 
tors as  both  a challenge  and 
an  opportunity.  The  island 
will  face  competition  for 
markets  in  the  US  Cram  the 
members  of  tbe  free  trade 
area,  many  of  which  could 
be  more  competitive  because 
of  lower  production  costs. 
Carlos  Vivoni.  secretary  of 
state  for  economic  develop- 
ment and  commerce,  prefers 
to  see  this  as  a chance  for 


the  island  to  play  a key  eco- 
nomic role.  “There  are  34 
countries  which  will  create 
the  Free  Trade  Area  of  the 
Americas  in  2005.  and  this 
will  create  an  opportunity 
for  Puerto  Rico.”  he  said. 

With  S3bn  being  spent  on 
improvements  to  its  infra- 
structure. Puerto  Rico  is 
hoping  to  transform  itself 
into  a “trade  bridge" 
between  North  and  South 
America,  and  between  the 
Americas  and  Europe.  The 
island's  ports  and  airports 


are  being  improved,  and  offi- 
cials says  that  with  its  geo- 
graphical location,  the  island 
will  be  a natural  hub  for 
trade  in  goods  and  services 
between  North  and  South 
America. 

Puerto  Rico's  administra- 
tion has  opened  offices  in 
several  Latin  American 
countries,  including  Brazil, 
Argentina  and  Mexico  in  an 
effort  to  attract  business. 
“Puerto  Rico  can  be  impor- 
tant in  the  development  of 
trade  in  the  hemisphere  not 


only  because  it  has  the  infra- 
structure and  the  transporta- 
tion links,  but  also  both 
Spanish  and  English,  which 
are  the  two  most  widely 
used  languages  in  the  hemi- 
sphere, are  spoken  in  this 
island."  Mr  Vivoni  said. 


on  manufacturing,  and 
developing  a range  of  ser- 
vices, will  allow  Puerto  Rico 
to  take  advantage  of  aH  sec- 
tors of  the  expended  hemi- 
spheric market. 

Anibal  Acevedo  VU&,  pres- 
ident of  the  opposition  Popu- 


the  Americas  and  Europe. 

momentum  in  achieving  South  America,  and  it  has 


Tbe  Free  Trade  Area  of  lar  Democratic  party,  agreed 


the  Americas  will  be  a trade 
bloc  with  800m  people  and 
with  commerce  valued  at 
about  $ 10,000b  el  Mr  Vivoni 
said  that  the  government's 
efforts  to  diversify  the  econ- 
omy, reducing  dependence 


that  the  island  had  several 
advantages  in  trying  to  posi- 
tion itself  as  a commercial 
centre  in  the  Americas. 
“Puerto  Rico  can  he  a trade 
hub  in  the  Americas, 
although  we  have  lost  some 


this,  Latin  America  can  do 
business  here  because  Span- 
ish is  spoken,  and  the  island 
can  make  much  of  the  fact 
that  it  is  not  part  of  the  US 
tax  structure." 

The  island  will  fang  com- 
petition in  drive  to  be 
the  centre  of  hemispheric 
trade,  said  Jos£  Vfflamfl.  one 
of  Puerto  Rico’s  leading 
economists. 

’ Its  location  is  not  the  most 
appropriate  in  terms  of  ship- 
ping between  North  and 


already  lost  some  advantage 
to  other  centres  such  as 

“Bu£  tnte  island  can  be  a 
key  hub  in  the  development 
of  regional  services  such  as 
health,  construction  and 
finanHal  services,  but  not  In 
transshipment,"  Mr  Villanul 
suggested. 

The  government  does  not 
see  Puerto  Rico  attempting 
to  displace  existing  trade 
centres  such  as  Miami,  but 
instead  making  use  of 


increased  trade  in  the  hemi- 
sphere, explained  Mr  Vivoni. 

“Other  locations  such  as 
Miami  are  operating  at  frill 
capacity,  and  Incremental 
business  will  have  to  find 
other  locations.*'  he  said.-  _ 

-The  plan  is  not  to  dis- 
place other  gateways^  but  to 
make  use  of  an  Increase  d 
trade  between  North  Amer- 
ica and  South  America:  We 
have  very  good  communica- 
tions by  sea  and  air  to.  both 
North  America  and  South 
America." 


THE  ECONOMY  by  Richard  Lapper 


Recovering  from  Georges 

There  have  even  been  suggestions  that  the  economy  might  benefit  from  last  year’s  hurricane 


Many  of  its  neighbours  in 
tbe  Caribbean  and  Central 
America  were  devastated 
last  year  by  powerful  hurri- 
canes. But  Puerto  Rico  is 
recovering  rapidly  from  Hur- 
ricane Georges  - the  worst 
disaster  in  its  modem  his- 
tory. 

Four  months  after  UOmph 
winds  tore  through  the  cen- 
tre of  the  island,  the  effects 
are  barely  noticeable. 

The  El  Yunque  rainforest 
which  was  turned  brown 
after  the  disaster  “is  now 
lush  and  green",  says  Pedro 
Rossello.  the  governor. 

He  says:  "There  has  been  a 
fast  turnover  by  nature.  The 
recovery  has  been  fast  and 
in  some  respects  remarkable. 
Essentially,  everything  is 
back  to  normal  and  in  some 
cases  supernormal  levels." 

Puerto  Rico’s  resilience 
reflects  both  the  growing 
sophistication  of  its  economy 
and  its  close  relationship 
with  the  US.  The  island's 
agricultural  sector  - like 
that  of  the  Dominican 
Republic.  Nicaragua  and 
Honduras  - was  badly  dis- 
rupted by  the  hurricane, 
with  losses  amounting  to 
S300m. 

But  although  farming  is 
still  the  dominant  economic 
activity  in  much  of  the 
region  it  accounts  for  only  I 
per  cent  of  gross  domestic 


output  in  Puerto  Rico. 

Roads  and  bridges  were 
destroyed  and  tourism  was 
hit.  But  the  extent  of  the 
damage  there  pales  in  com- 
parison with  that  caused  by 
Hurricane  Mitch  in  Hondu- 
ras. 

“There  was  damage  to 
infrastructure  but  nothing 
that  impaired  people's  abil- 
ity to  travel  round  the 
island."  says  Carlos  Vivoni, 
secretary  Tor  economic  devel- 
opment and  commerce.  And 
recovery  has  been  rapid. 

Although  the  winds  dam- 
aged power  lines  and  left 
Puerto  Rico  without  electric- 
ity. two-thirds  of  the  electric- 
ity system  was  working 
within  two  days  of  the 
storm. 

Although  4vi  per  cent  of 
hotel  rooms  were  damaged 
by  the  hurricane,  most  had 
been  repaired  by  the  begin- 
ning of  this  year,  with  the 
sector  functioning  at  90  per 
cent  of  capacity. 

Manufacturing  - which 
now  accounts  for  some  40 
per  cent  of  gross  domestic 
product  - was  largely  unaf- 
fected. 

“There  was  some  damage 
to  roofs  and  fences,  says 
Carlos  Vivoni,  "but  machin- 
ery and  equipment  were 
basically  unaffected  and  that 
allowed  for  a quick  start-up 
of  production  once  electric- 


FINANCIAL  TIMES 


ity  supplies  were  restored." 

In  addition,  tbe  relatively 
high  level  of  insurance  cov- 
erage and  access  to  help 
from  US  federal  agencies  has 
meant  that  capital  to  fund 
reconstruction  bas  been 
flooding  into  the  island. 

Puerto  Rico  can  draw  on 
support  from  four  federal 
agencies  - the  Federal  Emer- 
gency Management  Agency, 
the  Small  Business  Adminis- 


Increased 
activity  in 
construction 
could  boost 
growth  to  as 
much  as  3.5% 


tratlon.  the  Department  of 
Agriculture  and  the  Depart- 
ment of  Housing  and  Urban 
Development. 

Insurance  and  reinsurance 
is  expected  to  cover  up  to 
$1.7bn  of  the  island's  losses. 

Indeed,  there  have  been 
suggestions  that  the  hurri- 
cane could  actually  benefit 
the  economy:  Increased 
activity  in  construction 
could  boost  growth  to  as 
much  as  3.5  per  cent  in  the 
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fiscal  year  to  June  SO,  1999, 
compared  to  an  estimated  3.1 
per  cent  last  year. 

Last  year,  construction 
expanded  by  15.6  per  cent, 
partly  as  a product  of  ambi- 
tions government-financed 
schemes. 

Mr  Vivoni  suggests  that 
reconstruction  activity  could 
cushion  any  negative  effects 
stemming  from  a possible 
slowdown  in  the  US. 

Before  the  hurricane 
struck,  the  government  had 
expected  growth  to  slow  to 
between  2-8  per  cent  and  23 
per  cent 

In  any  event,  low  US 
interest  rates  and  cheap  ail 
will  also  help  Puerto  Rico 
this  year.  Because  Puerto 
Rico’s  electricity  generators 
are  all  oil-fuelled,  the 
country  is  particularly  well 
placed  to  benefit  from  the 
fall  in  the  international  oil 
price. 

The  ease  with  which 
Puerto  Rico  has  recovered 
from  the  hurricane  has 
allowed  the  government  to 
quickly  refocus  on  its 
longer-term  plans  to 
diversify  the  economy  away 
from  relatively  low-tech 
manufacturing  towards  a 
much  broader  base  of 
high-tech  and  services. 

The  elimination  of  the  US 
Inland  Revenue  service’s 
Section  936 -which  allowed 
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US  corporations  investing  in 
Puerto  Rico  not  to  pay  tax 
on  profits  left  on  the  island 
-is  one  of  the  factors  that 
stimulated  Governor 
Rosselld  to  introduce  a new 
policy. 

In  addition,  though,  there 
was  increasing  official 
concern  about  the  slowdown 
in  the  rate  of  growth  from 
an  average  of  6 per  cent  in 
the  1960s  and  1970s  to  only 
about  2-3  per  cent  during  the 
1990s. 

Already,  there  are  some 
signs  that  manufacturers  are 
leaving  the  island  as  a result 
of  the  end  of  tbe  tax 
incentive. 

Some  9,000  jobs  have  been 
lost  in  the  garments  sector 
since  the  early  1990s. 

But  new  tax  incentives 
were  introduced  early  in 
1995  and  there  are  signs  that 
the  island  is  attracting  some 
new  European  investments. 

Jaime  Morgan-Stubbe, 
executive  director  of  the 
Puerto  Rico  Industrial 
Development  Company,  says 
that  at  least  2.000  new  jobs 
were  created  last  year  as  a 
result  of  new  investments. 
He  says  he  is  in  negotiations 
concerning  a further  12 
developments  which  could 
bring  between  SoQOm  and 
3800m  in  new  investment  to 
the  island. 

Puerto  Rico's  labour 
stability,  as  well  as  low 
labour  costs,  is  an  attraction 
for  European  investors,  says 
Mr  Morgan-Stubbe.  Only 
about  6 per  cent  of  the 
labour  force  are  members  of 
trade  unions,  compared  with 
20  per  cent  in  the  1970s. 

“This  is  attractive  to 
European  companies  who  , 
have  become  used  to 
hyperactive  unions,”  he  I 
says.  i 


BEYOND  SECTION  936  by  Canute  James  - > 

New  regime  to  target 
mainland  companies 


* --  vnr-«-' 


A fresh  tax  structure  aims  to  attract 
businesses  and  encourage  existing 
investors  to  expand 


The  decision  of  the  US 
government  to  phase  out  the 
tax  incentives  which 
attracted  mainland  compa- 


porate  tax  for  qualified  busi- 
nesses has  been  cut  from 
1A5  per  cent  to  7 per  cent 
Further  reductions  to  as  low 


nies  to  Puerto  Rico,  and  as  2 per  cent  are  offered, 
which  stimulated  rapid  depending  on  the  number  of 
expansion  of  manufacturing,  jobs  created  and  the  invest- 
has  led  the  island’s  adminis-  meat  being  made. 


(ration  to  implement  a new 
corporate  tax  regime  aimed 
at  retaining  such  companies 
and  attracting  new  ones. 

The  incentives  under  Sec- 
tion 936  of  the  Internal  Reve- 
nue Code  helped  to  trans- 


Taxes  on  distributed  divi- 
dends have  been  eliminated 
and  companies  can  now 
enjoy  a 200  per  cent  deduc- 
tion for  research  and  devel- 
opment and  job  training 
costs.  Government  officials 


form  Puerto  Rico  into  a say  they  expect  the  new 
manufacturing  economy,  but  incentives  to  double  tbe  pace 


over  10  years  to  2005  Wash- 
ington is  reducing  the  bene- 
fits which  allowed  income 
tax  and  wage  credits  for  sub- 


of  economic  growth  from  the 
current  average  rate  of 
about  3.5  per  cent  a year. 

Tbe  new  regime  also 


sidiaries  of  US  companies  favours  traditional  labour-in- 
operating  in  tbe  island,  tensive  industries  such  as 
Interest  earned  on  income  is  textiles,  clothing,  leather 
also  tax-free.  These  funds,  goods  and  fish  canning, 
amounting  to  several  billion  These  qualify  for  a maxi- 
dollars,  have  underwritten  mum  4 per  cent  tax  rate. 


the  island’s  financial  stabil- 
ity and  the  incentives 
attracted  hundreds  of  com- 


whicb  can  be  further 
reduced  to  2 per  cent 
Tbe  new  tax  structure  is 


panies.  particularly  in  phar-  already  attracting  busi- 
maceuticais  and  electronics,  nesses  and  encouraging 
“This  is  an  economy  in  existing  investors  to  expand, 
transition  as  we  cannot  says  Jaime  Morgan-Stubbe. 


depend  any  more  solely  on 
admittedly  successful  manu- 


e.xecuiive  director  of  the 
Puerto  Rico  Industrial  Devel- 


facturing."  said  Pedro  Ros-  opment  Company.  “There 
seUo.  the  governor.  “Future  has  been  some  expansion  in 
growth  for  Puerto  Rico  is  not  manufacturing  since  the 
in  manufacturing,  but  in  ser-  start  of  the  phaseout  of  Sec- 
vices.”  tion  936.  There  have  been 

The  new  regime  is  reduc-  several  major  investments 
ing  corporate  taxes  in  an  and  expansion.  Three  of 
effort  to  stimulate  the  econ-  these  are  valued  at  S400m. 
omy  by  encouraging  invest-  There  are  12  others -in  the 


ment  in  research  and  devel- 
opment. job  training  and 
upgrading  of  operations, 
facilities  or  machinery.  Cor- 


pipeline  with  a combined 
value  of  between  S500m  and 
S800m.” 

Anibal  Acevedo  Vila,  pres- 


ident of  the  opposition  Popu- 
lar Democratic  party,  is  not 
convinced  that  the  charge: 
expected  from  the  new 
incentives  will  bring  the  eco- 
nomic rewards  which  the 
government  is  anticipating 
Encouraging  the  expansion 
of  services  is  good,  he  says, 
but  the  new  arrangements 
cannot  make  up  for  losses 
suffered  with  the  start  of  the 
phase-out  of  tbe  benefits 
from  Section  936. 

“The  new  arrangements 
cannot  replace  the  value  of 
manufacturing  to  the  econ- 
omy. In  tbe  economic  reality 
of  Puerto  Rico,  services  will 
never  make  up  for  jobs  lost 
in  manufacturing."  There  is 
need  for  diversification,  but 
not  at  tbe  expense  of  manu- 
facturing, argues  Mr  Acev- 
edo Vila. 

Jose  Villamil,  one  of  the 
island's  leading  economists, 
says:  “The  new  tax  regime 
can  compensate  for  any 
losses  from  Section  936.  But 
it  will  take  a few  years  Tor 
tbe  new  measures  to  be 
reflected  In  economic  perfor- 
mance. 

“One  positive  element  in 
the  new  regime  is  that  it 
gives  rewards  for  research 
and  development.’’ 

The  longer-term  purpose 
of  the  new  incentives  is  to 
prepare  Puerto  Rico  for  com- 
petition from  other  regional 
economies  which  are  target- 
ing the  US,  such  as  Mexico. 

“Countries  like  Mexico  are 
improving  their  Industrial 
infrastructure,  and  there  are 
new  areas  being  Identified 
for  Puerto  Rico  which  we 
need  to  exploit,"  said  Mr 
Morgan-Stubbe. 

“These  incentives  are  the 
foundation  for  staying 
ahead." 
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j BANKING  by  Richard  Lapper 

Deregulation 
way  for  rapid 

The  end  of  Section  936  incentives,  far 
from  being  a disaster,  looks  like  being  a 
relatively  smooth  transition 


paves  the 
expansion 


The  abolition  of  the  tax 
incentives  that  have  per- 
suaded some  of  the  United 
States’  biggest  corporations 
to  leave  their  profits  in 
Puerto  Rico  could  have 
proved  disastrous  to  the 
island’s  financial  system. 
But  Puerto  Rican  banks 
have  not  only  survived  the 
end  of  so-called  Section  936, 
they  are  prospering  as  never 
before. 

Deregulation  and  the  adop- 
tion of  new  technologies, 
combined  with  a wave  of 
, mergers  and  acquisitions  in 
j the  sector,  have  paved  the 
I way  for  rapid  expansion, 
j with  growth  of  the  domestic 
deposit  base  and  new  fund- 
: Log  on  the  capital  markets 
1 more  than  making  up  for  the 
gradual  decline  in  the  936 
deposits. 

"Some  people  predicted  a 
meltdown  in  1996  but  that 
was  utterly  absurd,"  says 
Joseph  O'Neill,  the  commis- 
sioner of  financial  institu- 
tions. It  is  going  to  be  a 
relatively  smooth  transi- 
tion.” 

Under  936.  US  corporations 
operating  in  Puerto  Rico 
were  exempted  from  paying 
tax  on  profits  earned  on  the 
Island.  In  addition  once 
money  was  deposited  in  the 
local  financial  system,  any 
interest  earnings  were  also 
free  from  federal  tax,  under 
a provision  known  as  quali- 
fied possession  source 
investment  income  (qpsii). 

Even  though  such  deposits 
typically  earned  interest  at  a 
rate  of  about  a fifth  of  a per- 
centage point  below  tbe  Lon- 
don Inter-Bank  Borrowing 
Rate  (Libor j,  the  incentive 
was  enough  to  swell  hank 
liquidity,  with  so-called  936 


funds  in  tbe  commercial 
banking  system  amounting 
to  $5.3bn  hi  1994. 

Since  then,  these  deposits 
have  shrunk  by  about  S2.?.bn 
and  are  expected  to  decline 
further.  But  at  tbe  same 
time,  overall  bank  deposits 
have  grown. 

According  to  the  commis- 
sion, commercial  bank 
deposits  reached  about 
S25.8bn  at  the  end  of  Septem- 
ber last  year  (the  latest  date 
for  which  figures  are  avail- 
able), compared  to  $22.4bn  in 
June  1994.  Bank  assets  have 
also  continued  to  expand, 
reaching  S3&-7bn  at  tbe  end 
of  September  1997,  and  bank 
profitability  has  also  risen, 
with  net  income  (profits)  ris- 
ing by  $330 .2m  in  June  1997, 
compared  to  $293 -3m  in  June 
1996  and  $251. 6m  in  June 
1992. 

The  steady  expansion  in 
Puerto  Rico’s  economy  is 
one  explanation.  Since  the 
1980s.  the  island’s  economy 
has  been  growing  at  a slower 
pace  than  in  the  1960s  and 
1970s.  Even  so.  growth  in  the 
past  five  years  has  been 
slightly  faster  than  that  of 
the  mainland  US  economy. 

Low  interest  rates 

- Puerto  Rican  rates  are 
essentially  the  same  as  in 
the  US  - have  also  helped, 
encouraging  borrowing  by 
both  retail  and  commercial 
customers.  Last  year,  for 
example,  new  commercial 
and  residential  mortgage 
loans  increased  to  $3.£bn  by 
tbe  end  of  September,  com- 
pared to  S3_2tm  for  the  whole 
of  1997. 

New  local  tax  incentives 

- introduced  at  the  begin- 
ning of  last  year  - and  a new 
federal  incentive  known  as 


Section  30  due  to  expire  in 
2005  - have  partly  compen- 
sated for  tbe  loss  of  the  936 
provision. 

In  addition,  financial 
deregulation  and  a wave  of 
consolidation  in  the  industry 
has  improved  operating  con- 
ditions. The  island's  authori- 
ties have  introduced  a new, 
more  streamlined,  supervi- 
sory framework  that 
increases  the  minimum  capi- 
tal requirements  for  banks 
operating  on  the  island  but 
at  the  same  time  gives  bank 
management  and  directors 
more  room  to  manoeuvre. 
New  rules  designed  to 
strengthen  the  local  capital 
market  Increase  the  range  of 
financial  assets  available  to 
banks. 

Partly  as  a result  of  fresh 
competitive  pressures 
unleashed  by  deregulation,  a 


number  of  banks  have 
sought  to  grow  through 
acquisition. 

Banco  Bilbao  Vizcaya 
(BBV)  and  Banco  Santander 
of  Spain  bave  been  particu- 
larly active,  while  the  locally 
owned  Banco  Popular  "has’ 
made  a number  of pur- 
chases. During  1996.  San- 
tander bought  the  local 
operations  of  Banco  Central 
Hispano,  another  Spanish 
bank  (with  which  it  has  sub- 
sequently merged); 

Last  year.  BBV  . bought 
Ponce  Bank  and  has  taken 
over  the  business  of  Chase 
Manhattan,  which  closed,  its 
Puerto  Rican  operations  last 
October.  Banco  Popular 
alone  controls  more  36 
per  cent  of  total  deposits, 
while  between  them  the  top 
four  banks  control  more 
than  60  per  cent  of  deposits. 
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INFRASTRUCTURE  by  Canute  James 


Widespread  spending  will 
address  years  of  neglect 

Water,  power,  public  transport,  ports,  airports  and  roads  are  all  being  upgraded  - 


receipts  will  repair  the  damage  to  infrastructure 

ELECTRICITY  by  Canute  James 


Puerto  Ricans  are  about  to 
get  relief  from  a painful  and 
perennial  problem:  a short- 
age of  water. 

For  long  periods  in  recent 
summers,  hundreds  of  thou- 
sands of  people  have  had  to 
do  without  water  for  long 
periods.  The  chronic  short- 
age often  leads  to  rationing 

in  many  areas.  Now  relief  is 
coming  from  two  sources. 
First,  the  management  of  the 
Aqueduct  and  Sewer  Author- 
ity (Prasa)  is  being  priva- 
tised this  month,  promising 
unproved  services  for  the 
company’s  clients.  And 
secondly,  the  island's  water 
management  system  is  being 
unproved  as  part  of  a pro- 
gramme costing  billions  of 
dollars  to  upgrade  all  of 
Puerto  Rico’s  infrastructure . 

The  improvements  to  the 
water  system  are  being 
made  with  money  which  the 


government  is  getting  from 
the  privatisation  of  the  tele- 
phone company, 

The  island  has  a deficit  of 
25m  gallons  a day.  but  the 
work  which  is  being  done  on 
the  water  system  is  expected 
to  lead  to  a daily  surplus  of 
15m  gallons  by  2002.  with 
another  15m  gallons  a day 
available  by  2004. 

Prasa  operations  are  being 
managed  under  a three-year 
S375m  contract  by  Profes- 
sional Services  Group,  a sub- 
sidiary of  Generate  des  Eaux 
of  France  which  is  owned  by 
the  Vivendi  Group  with 
headquarters  in  Paris.  PSG 
says  it  will  operate  Prasa  as 
a private  company,  and 
hopes  to  reduce  the  volume 
of  consumer  complaints 
about  poor  service  which 
has  been  the  bane  of  Prasa. 

The  island's  north  coast, 
including  San  Juan;  the  capi- 


tal, wfll  benefit  from  the  con- 
struction of  a “super  aque- 
duct" with  a main  line  and 
distribution  systems  which 
could  cost  about  9800m. 
Thames-Dick  Super  Aque- 
duct Partners,  a consortium 
of  Thames  Water  Interna- 
tional of  London,  and  Dick 
Corporation  of  Pittsburgh, 
US,  is  constructing  a 40-mile 
aqueduct  on  the  north  coast, 
costing  9345m.  This  should 
be  completed  by  the  middle 
of  this  year,  and  the  govern- 
ment's Infrastructure  Finan- 
cing Authority  (All)  will 
finance  the  completion  of 
distribution  systems. 

The  San  Juan  area  of  the 
north  coast  will  also  benefit 
from  the  dredging  of  Lake 
Carraizo,  the  main  source  of 
water  for  the  area.  About 
960m  is  being  spent  to 
remove  5.5m  cu  m of  sedi- 
ment from  the  lake,  to 


increase  its  capacity. 
Improving  water  supplies 
appears  to  be  the  most 
urgent  aspect  of  the  $3bn 
which  was  spent  last  year  to 
improve  Puerto  Rico's  infra- 
structure. all  of  which  is 
being  overseen  AC.  Improve- 
ments are  also  under  way  on 
electricity,  public  transport, 
airports,  seaports  and  roads. 

“The  concentration  on 
Infrastructure  follows  sev- 
eral years  of  neglect,"  said 
Jos6  Villamil,  one  of  the 
island's  leading  economists. 
“There  have  been  concerns 
about  water  and  power,  and 
other  areas  of  infrastructure 
which  need  help,  such  as  the 
port  of  San  Juan.” 

The  Electric  Power 
Authority  is  spending  $l5bn 
over  the  next  four  years  to 
significantly  improve  gener- 
ating. transmission  and  dis- 
tribution Infrastructure  to 


Preparing  for  the  worst:  San  Juan  residents  stock  up  with  water  AP 


ensure  there  is  adequate 
power  to  meet  future 
demand. 

While  the  island's  roads 
are  being  extended,  the  gov- 
ernment is  hoping  to  over- 
come chronic  traffic  prob- 
lems in  San  Juan  with  the 
construction  of  an  urban 
railway.  The  system  is  30  per 
cent  complete  and  the  first 
test  vehicle  run  is  expected 
in  November.  Construction 
of  eight  of  the  16  stations 
will  start  by  the  end  of  this 
year,  and  the  system  will  be 
completed  in  2002. 

The  upgrading  of  the 
island's  infrastructure  is 
intended  also  to  support  the 
government's  plan  to  make 
Puerto  Rico  more  attractive 
as  a location  for  business 


from  the  US,  Europe  and 
Latin  America,  and  to 
improve  the  territory's 
chances  of  becoming  a 
“trade  bridge”  between 
North  America  and  South 
America. 

The  Puerto  Rico  Telephone 
Company,  which  is  being 
privatised  to  a consortium 
led  by  GTE  of  the  US.  is  also 
to  upgrade  its  facilities.  Car- 
men Culpeper,  president  of 
PRTC,  said:  “The  telecom- 
munications infrastructure 
base  will  bave  to  be  continu- 
ously upgraded.  Construc- 
tion is  growing  and  increas- 
ing demand,  in  addition  to 
which  we  have  to  go  under- 
ground to  make  the  system 
as  hurricane-proof  as  possi- 
ble." 


Co-generation  may  be  key  to  avoiding  power  deficit 
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Supply  contracts  with  independent  producers  will  help  the  island 
cope  with  the  need  for  additional  power 


Fearing  a power  deficit  in 
the  next  five  years  caused  by 
expansion  of  the  economy, 
Puerto  Rico  is  depending  on 
investments  of  Si  5b  a to  pro- 
vide adequate  electricity. 

Demand  is  growing  at  3.5 
per  cent  a year,  the  same 
rate  as  the  economy.  How- 
ever, if  the  administration's 
plan  to  double  the  rate  of 
economic  expansion  is  suc- 
cessful, the  island  will  need 
additional  power. 

Several  plants  are  under 
construction  and  will  be 
commissioned  by  2002, 
adding  significantly  to  the 
generating  capacity  of  the 
government-owned  Electric 
Power  Authority  (Prepa). 
Additional  capacity  is  also 
being  provided  through  the 
refurbishing  of  some  of  the 
company’s  power  stations. 


“Prepa  is  the  second-larg- 
est public  utility  in  the  US. 
with  1.3m  clients,"  says 
Angel  Rivera,  deputy  direc- 
tor. “Its  generating  capacity 
currently  is  4.400MW  and 
peak  demand  is  3.057MW. 

“There  was  adequate 
capacity  last  year,  but  we 
are  below  the  level  of 
reserve  capacity7  which  is 
necessary  to  maintain  the 
quality  of  service  we  want  to 
have." 

In  expanding  generating 
capacity.  Prepa  has  decided 
not  to  build  any  more  power 
stations,  but  to  seek  co-gen- 
eration agreements  through 
supply  contracts  with  inde- 
pendent power  producers. 

The  prospects  for  avoiding 
a power  deficit  have 
improved  with  the  decision 
by  local  courts  to  approve 


the  construction  of  a contro- 
versial coal-fired  plant.  The 
S700m  station,  proposed  b; 
Applied  Energy  Systems  of 
the  US,  and  with  a planned 
capacity  of  413MW,  was 
blocked  when  environmen- 
talists obtained  a court 
injunction  based  on  a con- 
tention that  it  would  be 
harmful  to  the  environment 

“The  court  has  given  per- 
mission for  the  construction 
of  the  plant  and  we  are  hop- 
ing this  will  start  by  June 
with  completion  expected  in 
24  to  30  months."  said  Mr 
Rivera.  “It  wfl]  use  a process 
which  will  meet  all  environ- 
mental considerations." 

This  will  follow  the  expec- 
ted commissioning  later  this 
year  of  & 5G7MW  plant  con- 
structed by  Enron  and  Ken- 
netecfa  of  the  US.  At  a cost  of 


Cycfists  negotiate  power  Ones  downed  by  Hurricane  Georges  AP 


S600m.  the  station  will  be 
fired  by  liquefied  natural  gas 
imported  from  Trinidad  and 
Tobago. 

The  last  plant  which  Prepa 
constructed  was  the  Camba- 
lache  station  with  an  output 
of  248MW.  built  by  Brown 
Boveri  of  Switzerland,  and 
which  was  switched  into  the 
national  grid  last  year. 

. “The  advantage  of  co-gen- 


era tian  for  Prepa  is  that  the 
company  will  not  have  to 
find  the  money  to  build  ft 
plant,”  said  Mr  Rivera.  “In 
addition,  the  companies 
bave  an  obligation  to  per- 
form. These  additions  to 
capacity  will  give  ns  the 
minimum  40  per  cent  of 
reserve  which  we  need  to 
meet  all  contingencies.” 

. IsvestmentsJn  the. energy 


sector  include  9220m  which 
Prepa  is  spending  to  repower 
some  of  its  older  power  sta- 
tions in  San  Juan,  the  capi- 
tal. Two  small  generators 
with  combined  output  of 
88MW,  and  which  have 
ended  their  lifespans  are 
bring  rehabilitated  to  a rated 
capacity  of  464MW.  This  will 
be  completed  by  the  end  of 
2001. 

With  all  these  projects, 
Prepa  will  not  need  any 
increase  in  capacity  untU 
2007.  If  demand  increases 
beyond  projected  levels 
before  then,  the  company 
will  repower  other  ageing 
stations. 

Local  and  foreign  inves- 
tors have  been  trying  to 
engage  Prepa  in  discussing 
supply  contracts  from  less 
conventional  sources  of 
power.  The  company  has 
been  approached  about 
ocean  thermal  energy  con- 


version plants,  but  Mr 
Rivera  says  the  technology 
is  not  adequately  developed, 
and  will  not  be  considered 
for  another  25  years. 

There  appears  to  be  better 
prospects  for  power  from 
waste-to-energy  plants.  The 
island’s  Solid  Waste  Manage- 
ment Authority  has  set  con- 
ditions for  the  construction 
and  operation  of  these  power 
stations,  under  a 30-year 
plan  for  the  disposal  and 
recycling  of  solid  waste. 

One  prospective  Investor 
has  proposed  a S200m  plant 
which  would  consume  2,000 
tonnes  of  waste  daily  and 
produce  5GMW.  Another  has 
suggested  a plant  costing 
twice  as  much,  bat  which 
will  accept  3,300  tonnes  daily 
of  a wider  range  of  waste, 
and  produce  72MW.  “The 
key  to  the  viability  of  these 
waste-to-energy  stations  is 
whether  they  can  deliver 


power  at  a competitive 
price."  says  Mr  Rivera. 
“They  are  likely  to  be  expen- 
sive sources  of  energy,  par- 
ticularly when  oil  prices  are 
low." 

The  company  is  complet- 
ing its  recovery  from  Hurri- 
cane Georges  which  hit  the 
island  at  the  end  of  Septem- 
ber. Storm  damage,  mainly 
to  transmission  and  distribu- 
tion infrastructure,  is  esti- 
mated at  5200m,  but  90  per 
cent  of  this  will  be  covered 
by  the  Federal  Emergency 
Management  Agency.  This 
will  allow  Prepa  to  contain 
the  cost  of  power  delivered 
to  its  clients,  says  Mr  Rivera. 

“Our  costs  are  competi- 
tive. but  it  all  depends  on 
the  cost  of  oil.  We  now  com- 
pare favourably  with  the  US 
east  coast  which  is  between 
six  cents  and  seven  cents  per 
kWh.  If  oil  prices  go  up  we 
can  reach  10  cents  per  kWh.” 
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l paying  claims  after  an  “event”.  That’s  why  we  have 
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PRIVATISATION  by  Richard  Lapper 


Sell-off  sets  pace  despite 
late  leap  on  to  bandwagon 

Privatisation  may  have  started  later  than  elsewhere  in  Latin  America,  but  its  scope  is 
much  more  comprehensive  than  in  other  countries 


Puerto  Rico  was  late  to  join 
Latin  America's  privatisa- 
tion bandwagon,  but  in  some 
respects  the  island's  sell-off 
is  proving  to  be  one  of  the 
most  far-reaching  on  the 
continent. 

Puerto  Rico  has  disposed 
of  a number  of  loss-making 
manufacturing  and  service 
ventures  and  last  year 
became  the  latest  country  in 
the  region  to  sell  its  state- 
owned  telephone  company, 
when  a consortium  led  by 
GTE  of  the  US  paid  more 
than  $2bn  for  a 51  per  cent 
stake.  But  the  government’s 
programme  has  also 
involved  the  sale  of  clinics, 
hospitals  and  prisons. 

Two  US  corporations  are 
involved  in  the  administra- 
tion of  the  island's  prison 
system,  while  the  govern- 
ment aims  to  complete  the 
sale  of  the  island's  network 
of  84  clinics  and  hospitals 
later  this  year. 

in  a society  where  the  gov- 
ernment has  intervened  in 
the  economy  - with  a good 
deal  of  success  - since  the 
late  1940s.  the  policy  has 
been  controversial.  The  pri- 
vatisation of  Puerto  Rico 
Telephone  Company  (PRTC) 


was  blocked  by  trades 
unions  in  the  early  1990s  and 
the  actual  sale  triggered  a 
41-day  strike  last  year. 

The  opposition  Partido 
Popular  DemocrStlco  (PPD) 
says  that  the  PRTC  and 
some  hotels  were  sold  too 
cheaply  and  is  particularly 
critical  of  the  health  service 
sales.  “They  are  dismantling 
what  it  took  40  years  to 
build  and  we  will  create  in 
Puerto  Rico  what  they  are 
suffering  in  the  United 
States.  It  is  a bombshell." 
says  Anibal  Acevedo  Vila,  a 
leader  of  the  PPD. 

Nevertheless,  privatisation 
forms  a crucial  plank  in  the 
new,  more  market-oriented, 
economic  policy  launched  in 
1994  by  Governor  Pedro  Eos- 
selld. 

One  of  the  objectives  has 
been  to  reduce  the  drain  on 
State  finances  of  loss-making 
government  enterprises, 
which  have  been  among  the 
first  to  be  sold.  Puerto  Rico 
Maritime  Shipping  (Navi- 
eras) -sold  in  March  1995 
- bad  made  operating  losses 
in  all  but  three  of  the  previ- 
ous 20  years,  running  up 
debts  of  more  than  8280m. 

The  state-owned  pineapple 


plant  sold  in  December  1996 
had  accumulated  losses  of 
$55m  and  stat&owned  hotels 
such  as  the  Mayagflez  Hilton 
and  Hostal  El  Convento  had 
also  accumulated  significant 
deficits.  Several  regional  air- 
ports slated  for  sale  or  do- 
sure  are  also  losing  money. 

More  importantly  though, 
privatisation  has  been  iden- 
tified by  the  administration 
as  one  of  the  ways  to 
improve  the  efficiency  and 
quality  of  the  island’s  infra- 
structure and  services. 

Government  officials 
argue  that  capital  and  pri- 
vate-sector management 
expertise  is  needed  to 
improve  the  island's  tele- 
communications and  utili- 
ties infrastructure  so  that 
private  businesses  based  on 
the  island  can  remain  com- 
petitive internationally. 
They  say  that  following  the 
deregulation  of  the  telecoms 
sector  in  1996,  the  PRTC 
would  have  been  unable  to 
compete  had  it  remained  in 
state  hands. 

<aWe  knew  that  if  this 
entity  was  not  privatised  we 
would  be  putting  the  future 
of  Puerto  Rico  in  a critical 
situation.”  says  Jaime  Mor- 


gan-Stubbe,  executive  direc- 
tor of  the  Puerto  Rico  Indus- 
tial  Development  Company 
(Pridco). 

Carmen  Culpeper,  presi- 
dent Of  PRTC,  evplaina  that 
under  public  ownership  the 
company's  ability  to  run  its 
business  efficiently  and 
respond  quickly  to  market 
pressures  was  limited.  “It 
was  bound  by  too  many  gov- 
ernment procedures  and  reg- 
ulations that  delayed  deci- 
sion-making in  a competitive 
environment,”  she  says. 

PRTC’s  privatisation, 
which  the  US  Federal  Com- 
munications Commission 
was  expected  to  approve 
early  this  year,  will  give  the 
company  much  greater  free- 
dom in  the  way  it  recruits 

and  remunerates  workers. 

Ms  Culpeper  Is  optimistic 
that  under  new  TmniapniBn] 
the  company  should  be  able 
to  increase  efficiency,  reduc- 
ing the  number  of  employees 
per  line  from  a level  of  45 
per  1,000  lines  towards  the 
US  averagB  of  3.1. 

There  are  no  plans  to  sell 
the  Electric  Energy  Author- 
ity but  private  capital  is 
being  encouraged  to  partici- 
pate in  the  electricity  sector, 


poBcacfc  tatoooras  workers  protest  agwnst  PRTC  safl-ofT 


through  the  development  of 
a number  of  co-generation 
projects.  A 507MW  gas-fired 
plant  built  by  Ecoelectrica, 
at  a total  cost  of  some  S700m, 
is  expected  to  come  on 
stream  in  September. 

The  government  has 
turned  to  a private  sector 
company  - Gen &r ale  des 
Eaux  of  France  -to  improve 
the  management  at  the 
Puerto  Rico  Aqueduct  and 
Sewer  Authority  (Prasa). 
Professional  Services  Group 
(PSG),  a Generate  des  Eaux 
subsidiary,  was  given  full 


management  control  last 
September  as  part  of  a three- 
year  contract. 

According  to  Ms  Lourdes 
Rovira.  president  of  the  Gov- 
ernment Development  Bank 
for- Puerto  Rico  and  a mem- 
ber of  the  government’s  pri- 
vatisation committee,  priva- 
tisation of  Prasa  may  be  the 
only  way  sufficient 
resources  can  be  found  to 
rehabilitate  the  island’s  net- 
work of  wells  and  water 
pipelines  and  sewerage. 

“Infrastructure  problems 
have  been  abandoned  for 


many  years."  says  Ms 
Rovira.  “Our  facilities  are 
way  behind." 

Also  on  the  way  are  plans 
to  bring  greater  private  sec- 
tor participation  Into  Puerto 
Rico's  public  sector  pension 
system,  a move  designed  to 
increase  the  efficiency  of 
fund  management  and  help 
deepen  the  local  capital  mar- 
ket. 

Ms  Rovira  says  the  admin- 
istration  is  likely  to  stop 
short  of  full  privatisation 
but  will  involve  private  com- 
panies in  fund  management. 


The  system  will,  also  be 
changed  from  one  basetHn* 
defined  benefits  to  a defined 
contribution  programme. 

Other  targets  include  the 
Public  Buildings  Authority, 
an  agency  that  builds. amt 
manages  offices,  schools  and 
other  public  buildings. 

Ms  Rovira  says  that  the 
government  is  determined  to' 
press  ahead.  "It  is  going  to 
be  done  and  people  will 
accept  it,"  says  Ms  Rovira. 
"If  we  did  the  telephone 
company  we  can  do  any- 
thing." 
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TOURISM  by  Richard  Lapper 


Sector  reaps  the  benefit 
of  $ 1 bn  of  investments 

The  results  of  promotion  have  been  impressive.  Top-ranking  US  hotel,  property  and 
leisure  companies  have  built  new  properties  or  refurbished  existing  ones 


Neglected  for  the  better  part 
of  20  years,  the  tourism 
industry  has  been  one  of  the 
biggest  beneficiaries  of  the 
government's  plans  to  diver- 
sify the  Puerto  Rican  econ- 
omy. 

The  sector,  buoyed  by  gen- 
erous incentives  and  a vigor- 
ous and  expensive  official 
promotion  campaign,  has 
benefited  from  new  Invest- 
ments of  about  $lbn  in  the 
past  five  years  and  spending 
by  visitors  has  increased  by 
about  50  per  cent. 

“They  are  focused  on 
building  the  tourism  indus- 
try. They  weren't  before,” 
says  Radi  Bustamante,  gen- 
eral manager  of  Caribe  Hil- 
ton. one  of  the  Island's  most 
well-known  hotels. 

Under  new  incentive  legis- 
lation unveiled  by  Governor 
Pedro  Roeselld  in  1993,  the 
government  offered  tax 
Incentives  to  hotel  develop- 
ers and  guarantees  to  hanks 
prepared  to  lend  money  for 
such  projects.  To  be  eligible 
for  this  programme,  develop- 
ers must  take  equity  stakes 
erf  at  least  40  per  cent  of  the 
value  of  the  project.  But  the 
government  effectively 
assumes  a chunk  of  this  cost 
by  giving  tax  credits  for  up 
to  half  this  amount  These 
credits  can  then  be  sold  on 
the  secondary  market  to 
Puerto  Ricans. 

At  least  $25m  a year  has 
been  spent  on  promotion, 
much  of  which  is  designed  to 
underscore  Puerto  Rico’s 
attractions  as  a destination 
that  combines  the  security 
and  stability  of  the  US  with 
the  excitement  and  tropical 
attractions  of  Latin  America. 

The  results  have  been 
impressive.  A string  of  top- 
ranking  US  hotel,  property 
and  leisure  companies  have 
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built  new  properties  or  refur- 
bished existing  ones.  Accord- 
ing to  the  Puerto  Rico  Tour- 
ism Company,  23  new 
properties  were  opened 
between  1993  and  1997,  with 
total  investments  or  $843 5m. 

Westin,  the  US  group, 
spent  5182.1m  on  its  Rio  Mar 
beach  hotel,  Ritz  Carlton 
invested  $142.6m  in  its  new 
hotel  in  San  Juan,  and  Mar- 
riott invested  some  $l22.7m 
in  its  hotel  in  the  capitaL 
Last  year,  Ladbroke,  the 
British  group  which  owns 
Hilton  International,  paid 
$80m  to  take  control  of  the 
Caribe  Hilton  from  the  gov- 
ernment It  had  previously 
administered  the  property 
on  a contract  basis. 

The  number  of  hotel 
rooms  on  the  island  has 
increased  by  over  50  per  cent 
to  more  than  12,000,  while 
spending  by  tourists  has 
increased  by  about  the  same 
figure  to  $25bn  in  the  year 
to  June  30  1998. 

The  number  of  jobs  in  the 
sector  has  also  soared,  to 
13,500.  some  4.500  more  than 
in  1992.  And  according  to 
Jorge  Davila,  executive 
director  of  the  Puerto  Rico 


j. 

Tourism  Company,  the 
industry  indirectly  counts 
for  more  than  50.000  other 
jobs. 

The  expansion  Is  set  to 
continue.  The  centrepiece  of 
new  developments  is  the 
so-called  Golden  Triangle, 
linking  the  rehabilitated  old 
colonial  centre  of  San  Juan, 
with  a new  development  on 
the  Caribe  Hilton  site  and  a 
new  convention  centre  at 
Isla  Grande. 

Ladbroke  is  to  invest  $40m 
In  rehabilitation  of  the 
Caribe  Hilton  and  some 
$70m  on  extra  rooms  and 
other  development  of  the 
site.  The  government  is  pre- 
pared to  invest  5200m,  along- 
side a further  $200m  from 
the  private  sector,  in  the 
new  convention  centre -to 
be  built  on  a 100-acre  site  on 
Isla  Grande  In  San  Juan. 

The  new  facilities  should 
make  Puerto  Rico  more 
attractive  as  a centre  for 
business  conventions.  “This 
will  be  a major  catalyst  for 
Improving  the  industry  since 
we  will  be  able  to  attract  big- 
ger conventions/1  says  Mr 
Bustamante,  who  is  also 
chairman  of-  the  Puerto 


Rican  Tourism  Association. 

Efforts  are  also  being 
made  to  extend  the  indus- 
try’s base.  Four  out  of  every 
five  visitors  are  from  the  US, 
with  the  majority  from  the 
north-east,  so  the  industry 
remains  heavily  dependent 
on  the  US  economy.  The  pro- 
motion campaign  seems 
designed  to  capture  a 
broader  range  of  US  tourists. 

“There  are  tremendous 
opportunities  on  the  main- 
land. By  saying  “Puerto  Rico, 
USA’  we  provide  a comfort 
zone  which  the  US  traveller 
looks  for.”  says  Mr  D&vUa. 
H is  an  exotic  destination 
but  it  is  at  home.  You  don’t 
need  a passport  and  we  use 
the  dollar." 

The  industry  is  particu- 
larly keen  to  tap  potential 
demand  in  South  America 
and  Mexico.  As  part  of  these 
efforts  airlines  are  being 
encouraged  to  open  regular 
flights  to  San  Juan.  Mexl- 
fana  de  Aviflcifrn  opened  a 
regular  three-days-a-weak 
flight  to  San  Juan  early  this 
year  and  Mr  Dflvlla  says 
talks  have  been  held  with 
Varig  of  Brazil  and  other  air- 
lines. 

In  addition,  Mr  DdvUa  says 
efforts  are  being  made  to 
make  Puerto  Rico  attractive 
to  a broader  range  to  holi- 
daymakers. “There  is  a per- 
ception that  Puerto  Rico  is  a 
high  cost,  high  price  destina- 
tion," he  says.  Sol  MeUa  of 
Spain  is  introducing  the 
so-called  all-inclusive  con- 
cept in  which  visitors  pay  a 
HtpH  amniiTit  warfr  day  fOT 
food,  drink,  accommodation 
and  entertainment  with  its 
plans  to  develop  two  hotels 
at  Rio  Grande  In  the 

north-east  Three  time-share 
developers  are  also  working 
on  Puerto  Rican  projects. 


Statue  Of 
controversy 

A much  larger  than  Ufe 
rwpDoa  of  the  HaRan 
navigator  Christopher 
Columbus  is  annoying 
residents  who  may  have  to 
give  up  their  homes  to 
accommodate  It 

Zurab  Tsereteli,  a Georgian 
sculptor  whose  1 5-storey 
statue  of  Peter  foe  Great  Is  a 
well-known  Moscow 
landmark,  is  foe  unlikely 
subject  of  a row  in  Puerto 
Rico  over  Christopher 
Columbus. 

Rve  hundred  and  six  years 
after  Col  im  bus  was  sighted 
on  a Puerto  Rican  beach  by 
the  native  Amerindians,  a 
much  larger  than  Ufa  replica  of 
the  Italian  navigator « having 
a rffficutt  time  finding  a home 
on  the  island. 

Mr  Tseratsfl,  president  of 
the  Russian  Academy  of  Arts, 
has  sculpted  a 660-tonne 
Columbus  statue  which  is  to 
be  erected  In  Puerto  Rfco.  But 
residents  of  the 
neighbourhood  In  the  western 
Puerto  Rico  town  where  the 
statue  Is  to  be  mounted  are 
balking  at  the  price  they  wffl 
have  to  pay. 

Ten  houses  will  have  to  be 
removed  to  make  way  for  the 
statue,  which  is  a collection  of 
2,000  pieces  of  metal.  Owners 
of  the  houses  say  they  will 
fight  to  stay  where  they  sire. 
The  10  houses  are  adjacent  to 
the  seven  acres  on  which  the 
$25m  Columbus  statue  wHJ  be 
sited. 

Reflecting  the  restlessness 
of  the  15th  Century  navigator, 
the  disassembled  statue  has 
been  moving  around.  It  was 
taken  from  its  original  site 
after  the  Federal  Aviation 
Administration  claimed  that  It 
was  a threat  to  air  traffic. 

The  FAA  said  the  statue 
should  be  reduced  from  Its 
height  ot  297  feet  to  220  feet 
Officials  then  decided  to  move 
the  statue  to  its  new  and 
controversial  site.  Mr 
Tsereteli’s  next  job  Is  to 
mount  the  statue. 

Being  forced  to  give  up 
their  houses,  despite  the 
compensation  they  wiB  get,  is 
only  one  thing  which  annoys 
foe  residents.  They  do  not 
mind  having  the  statue  in  their 
neighbourhood,  some  say,  but 
they  are  unhappy  with  Mr 
TsereteTs  seemingly  trite 
approach  to  their 
Inconvenience. 

The  sculptor  said  he  was 
not  bothered  by  foe  possible 
displacement  of  the  10 
houses  to  accommodate  the 
statue.  He  lost  his  horns  In 
the  Republic  of  Georgia, 
because  it  had  to  make  way 
for  ‘Improvements". 

Mr  Tsereteli  said  he  wanted 
to  bring  the  statue,  foe  Birth 
of  the  New  World,  to  Puerto 
Rico  because  Spanish  was 
foe  Island’s  language,  and 
because  Columbus,  In  the 
servtoe  of  Spain,  had  stopped 
on  the  Island.  He  was  told 
Columbus  had  landed  in  the 
western  part  of  Puerto  Rico. 

“The  climate  is  good.  This  is 
my  home,*  he  said.  The 
ragon  reminded  him  of  his 
native  town  In  the  Republic  of 
Georgia.  He  sees  no  problem 
In  moving  the  houses  to  make 
way  for  the  statue. 

Canute  James 


Christopher  Columbus  landed  in  Puerto  Rico  506  years  ago 


BUSINESS  GUIDE  by  Canute  James 


Mary  Evans  Picture  Library 


US  practices  are 
order  of  the  day 

Getting  to  Puerto  Rico  is  made  easy  by  the  many  airlines  which 
serve  the  island.  San  Juan  is  seven  hours  from  London 


Puerto  Rico  is  a heady  mix 
of  Caribbean  and  Latin 
American,  but  the  business 
culture  is  American.  A visi- 
tor doing  business  in  Puerto 
Rico  should  not  expect  a 
“madana"  approach  to 
appointments. 

Amid  the  debate  about  the 
island’s  political  status. 
Puerto  Ricans  value  their 
political  ties  to  the  US.  That 
they  are  Americans  is  shown 
immediately  in  a hard-nosed, 
practical  approach  to  busi- 
ness. In  doing  business  on 
the  island,  a visitor 
should  take  the  same 
approach  as  one  would  on 
thp  mainland. 

Getting  to  Puerto  Rico 
from  Europe,  North  and 
South  America  and  the 
Caribbean  is  made  easy  by 
the  many  airlines  which 
serve  the  island.  San  Juan's 
Luis  Munoz  airport  is  seven 
hours  from  Madrid  and  Lon- 
don. three  hours  from  New 
York  and  two  hours  from 
Miami.  There  are  also  air- 
ports in  main  cities  such  as 
Ponce  and  Mayaguez.  while 
several  regional  airports 
allow  quick  access  to  almost 
all  parts  of  the  island. 

Although  the  island  is  a 
holiday  resort,  it  is  also  a 
thriving  regional  business 
centre  There  are  several 
efficient  business  hotels, 
mainly  in  San  Juan,  the  cap- 
ital, and  less  than  20  min- 
utes from  the  airport.  Early 
reservations  are  recom- 
mended as  hotels  tend  to  be 
fully  booked  on  holiday 
weekends  in  the  US.  Taxi 
service  at  the  hotels  is 


prompt,  but  allowance 
should  be  made  when  going 
to  meetings  for  San  Juan’s 
sometimes  choking  traffic. 

Local  and  international 
telecommunications  are  effi- 
cient. International  direct 
dialling  is  available  to  all 
parts  of  the  world.  Puerto 
Rico’s  area  code  is  787, 
which  is  followed  by  the  sev- 
en-digit local  number. 

Puerto  Rico  observes  the 
main  US  holidays,  plus  a few 
of  its  own.  The  main  holi- 
days are  January  1.  6.  12  and 
19;  February  16;  March  22; 
April  2 and  21;  May  10  and 
25;  June  21;  July  4.  21.  25  and 
27;  September  1;  October  12; 
November  9,  19  and  26;  and 
December  25.  Dates  for  some 


local  holidays  are  not  fixed, 
and  it  is  advisable  to  check 
these  with  local  contacts. 

Puerto  Rico  is  four  hours 
behind  GMT  and  one  hour 
ahead  of  Eastern  Standard 
Time.  Business  hours  are 
generally  between  8.00am 
and  5.00pm. 

Puerto  Rico  is  adequately  - 

banked,  with  local  and  for-  w 

eign  banks  offering  a full 
range  of  services.  The  main 
hanks  include  Banco  Popu- 
lar, Banco  Santander,  Banco 
Bilbao  Vi2caya,  Banco  Cen- 
tral Hispano,  Citibank, 

Chase  Manhattan,  Bank  of 
Nova  Scotia,  and  Royal  Bank 
of  Canada.  Banking  hours 
are  820am  to  220pm  Mon- 
days to  Fridays. 


Useful  business  contacts 

Ec^^n}c  Development  and  Commerce, 
Ave  #35S-  4th  ^oor,  Hato  Rey,  PR  00918. 
Tel:  (7871  764  1175.  Fax:  (787)  765  7709. 

Industrial  Development  Company, 

PO  Box  382350,  Hato  Rey.  PR  00936. 

Tel:  (787)  758  4747,  Fax:  (787)  754  9640. 

Manufacturers  Association, 

PO  Box  192410,  San  Juan.  PR  00919. 

Tel:  (787)  759  9445.  Fax:  (787)  756  7670. 

Chamber  of  Commerce, 

PO  Box  S-3789,  San  Juan,  PR  00902 
Tel:  (787)  721  8060,  Fax:  (787)  723  1891. 

Bankers’  Association, 

820  Banco  Popular  Center,  San  Juan  PR  00918 
Tel:  (787)  753  8630,  Fax:  (787)  754  6077. 

After  business  hours,  San  Juan  offers  a range  of  relaxing 
activities.  The  city  has  several  commendable  restaurants 
close  to  the  mam  business  hotels,  and  in  Old  San  Juan,  the 
colonial  zone  of  the  capital.  Cultural  events  are  frequent 
The  Tourism  Company  (tel  787-  721  2400)  can  provide 
dates,  times  and  locations  of  events. 
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Hew  left- Packard  started  operations  in  Puerto  Rico  in  March  1980,  manufacturing  computer 
terminals.  At  present,  it  manufactures  over  180 different  products,  among  them  inkjet  printer  cartridges 

for  the  world's  best-selling  printers. 


Chiqui  Santos 
Manager 

Hewlett-Packard, 
Aguadilla,  Puerto  Rico 


Lewis  E.  Platt,  CEO 

Hewlett-Packard 

Company 
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With  our  open  door,  pro-business  government  and  our  comprehensive  tax  exemptions 
Puerto  Rico,  USA  offers  the  perfect  climate  for  your  business. 
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► A new  tax  incentive  law  with  an  effective  tax  rate  as  low  as  2%  and  a 
maximum  of  7%.  For  manufacturing  and  export  oriented  services 

► 200%  deduction  ofR&D  costs. 

► 200%  deduction  of  training  costs. 

► Full  expensing  of  investment  in  plants,  parts  & equipment. 

► Ample  supply  of  skilled  production  workers. 

►Highly  educated,  bilingual  managers  and  executives. 
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And  of  course,  in  Puerto  Rico,  USA,  you  will  find  a beautiful  climate  all  year  round  and  an 
enviable  quality  of  life.  No  wonder  half  of  all  Fortune  100  companies  are  established  here! 

Want  to  know  more?  Just  call  for  additional  information  or  contact  us 
and  let  us  prove  to  you  that  Puerto  Rico  means  business! 

www.pridco.com 

1-888-5-PRIDCO 

PUERTO  RKOfeUSA 

THE  PERFECT  B U S . N E S S TTi  Ta  t E 
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POLITICS  by  Canute  James 


When  you  have  the  best  of  both  worlds,  why 

While  opinions  differ  in  Puerto  Rico  there  appears  little  enthusiasm  in  the  US  Congress  for  deciding  whether  the  possession  should  become  the  51  st  state 


of  the  Union 


Politics  in  Puerto  Rico  is 
dominated  by  a long-running 
debate  over  the  island’s  rela- 
tionship with  the  US  with 
which  Puerto  Rico  has  a 
quasi -colonial  ‘'common- 
wealth" relationship. 

Islanders  vote  in  presiden- 
tial primary  elections,  but 
not  in  US  general  elections. 
They  have  one  non-voting 
representative  in  Washing- 
ton, and  do  not  pay  federal 
taxes.  The  island  is  given  bil- 
lions of  dollars  each  year  in 
food  stamps  and  other  fed 
eral  aid  from  Washington, 
and  although  Puerto  Ricans 
fight  in  the  US  army,  the 
island  sends  its  own  teams 
to  the  Olympic  Games. 

“Puerto  Rico's  political 
status  is  not  a problem  only 
for  Puerto  Rico,  but  it  is  also 
a problem  for  the  US."  said 
Pedro  Rosselld.  the  island's 
governor,  in  explaining  why 
he  wants  the  US  possession 
to  become  the  5lst  state  of 
the  Union.  "The  US  does  not 
see  itself  as  an  imperial 
state,  and  Puerto  represents 
an  imperial  problem  for  the 
US." 

Anlbal  Acevedo  VUd,  pres- 
ident of  the  opposition  Popu- 
lar Democratic  party,  dis- 
agrees: “The  reality  for 
Puerto  Rico  is  that  our  cur- 
rent status  is  the  best  for 


us. 


'We  have  our  own  history. 


language,  heroes  - our  own 
culture.  But  we  are  US  citi- 
zens. Puerto  Ricans  have  the 
best  of  both  worlds.  Why 
change?” 

Last  year  was  the  cente- 
nary of  the  US  takeover  of 
the  island  from  Spain  in  the 
Spanish  American  War,  and 
Mr  RosseUd.  considering  it 
an  appropriate  occasion  for 
the  island  to  decide  its  politi- 
cal future,  called  a referen- 
dum in  mid-December. 

In  the  event,  the  majority 
of  voters  supported  an  oppo- 
sition call  for  a rejection  of 
any  change  in  status,  and 
voted  for  none  of  the 
options  - statehood,  indepen- 
dence. free  association  with 
the  US  and  enhanced  com- 
monwealth. Mr  Rosseild  had 
hoped  that  emphatic  support 
would  give  him  a strong 
hand  in  asking  the  US  Con- 
gress to  order  a referendum, 
and  to  act  on  the  result.  The 
result  of  last  month’s  plebi- 
scite was  not  binding  on 
Congress. 

While  502  per  cent  backed 
the  opposition's  call  for  no 
change,  46.5  per  cent  sup- 
ported statehood.  Indepen- 
dence was  supported  by  2.5 
per  cent  while  free  associa- 
tion received  0.3  per  cent. 
Despite  this.  Mr  Rosselld 
intends  to  continue  asking 
the  US  Congress  to  make  the 
island  a state. 


Rassattfc  intends  to  continue 
asking  the  US  Congress  to 
mate  the  island  a state  A P 


“If  Puerto  Rico  is  a part  of 
the  US  then  it  must  partici- 
pate Ln  the  rights  and 
responsibilities  which  come 
with  being  a part  of  the  US." 
said  the  governor.  “The  vote 
in  the  plebiscite  was  against 
everything,  but  statehood 
had  more  support  than  any 
other  option.  The  clearest 
message  from  it  was  that 
every  one  is  in  favour  of 
change  ** 

But  Mr  Acevedo  Vill 
suggested  that  it  was  futile 
to  continue  the  debate. 
“Statehood  was  defeated  in 
the  plebiscite,  the  terms  of 
which  were  drafted  to 
ensure  support  for  state- 


hood. If  the  governor  wants 
to  claim  victory,  he  ran. 
This  is  the  second  time  in 
six  years  that  statehood  has 
lost."  There  appears  little 
enthusiasm  In  the  US  Con- 
gress for  dealing  definitively 
with  the  issue  of  Puerto 
Rico's  status.  The  Congress 
has  yet  to  authorise  a bind- 
ing referendum  on  the  mat- 
ter. Tbe  House  of  Represen- 
tatives approved  last  year  a 
plebiscite  by  a narrow  mar- 
gin (209-208),  but  the  Senate 
did  not  consider  it 

Some  members  of  Con- 
gress balk  at  the  prospect  of 
adding  a small,  relatively 
poor.  Spanish-speaking  state. 
The  failure  of  the  Mr  Ros- 
sellO  to  gamer  majority  sup- 
port for  statehood  will  make 
Washington's  legislators  less 
convinced  that  they  should 
deal  with  the  matter  expedi- 
tiously. Puerto  Ricans'  lack 
of  interest  in  political  inde- 
pendence is  due  partly  to 
close  observation  of  the 
social,  economic  and  politi- 
cal problems  which  have 
overtaken  their  neighbours. 
Most  are  not  keen  on  losing 
US  citizenship,  and  indepen- 
dence would  entail  a new 
determination  of  the  status 
of  the  estimated  2m  Puerto 
Ricans  who  live  in  tbe  US. 

In  arguing  for  political 
autonomy,  tbe  supporters  of 
independence  say  Puerto 


Celebrations  last  December  after  (he  majority  of  votes  rejected  plans  to  opt  for  US  statehood  AP 


Rico  is  different  from  the  US, 
and  is  culturally  a part  of 
Latin  America  whit*  would 
not  fit  easily  into  the  US. 

The  debate  turns  inevita- 
bly on  the  economic  implica- 
tions of  statehood  or  inde- 
pendence. “Some  say  that 
statehood  is  bad  for  eco- 
nomic development,"  said 
Carlos  Vivoni,  secretary  for 
economic  development  and 


commerce.  “But  the  50  states 
are  having  good  rates  of  eco- 
nomic growth.  Statehood 
will  not  mean  economic  dis- 
location for  Puerto  Rico.  It 
will  lead  to  a strengthening 
of  the  sense  of  stability.  The 
economies  of  all  the  territo- 
ries boomed  after  they 
became  a state.  The  issue  of 
statehood  for  Puerto  Rico  is 
not  deed.” 


If  Puerto  Rico  compared 
itself  with  neighbouring 
islands,  then  it  would  seem 
to  be  doing  well  economi- 
cally, said  Mr  Rosselld.  But 
the  proper  point  of  reference 
must  be  tbe  50  states,  he 
contended.  The  current  sta- 
tus was  preventing  the 
island  from  reaching  its  full 
economic  potential. 

“Puerto  Rico  has  one  third 


tbe  income  per  capita  of  tbe 
national  US  average"  said 
the  governor.  “It  has  a half 
the  income  Tier  capita  of  the 
poorest  state -the  same  as 
50  years  ago.  We  need  to  be  a 
state  to  close  this  gap." 

This. is  rejected  by  Mr 
Acevedo.  Vila,  who  says  that 
improvement  for  Puerto 
Ricans  will  only  come  about 
by  enhancing  the  common- 
wealth status.  “Becoming  a 
state  will  deprive  ns  of  tbe 
flexibility  we  have.  We  do 
not  pay  federal  taxes.  We 
have  access  to  the  US  mar- 
ket and  business  here  has 
the  legal  protection  of  the 
US.  The  only  way  we  will  see 
an  end  to  this  argument  is 
when  Congress  says  that 
commonwealth  should  be 
enhanced.” 

jos£  Villamfl,  one  of.  tbe 
island’s  leading  economists, 
concluded  that  Puerto  . Rico 
would  have  to  continue  the 
same  economic  policies 
whether  or  not  it  changed  its 
status.  “Economically, 
Puerto  Rico  will  have  to  do 
the  same  things  whether  it 
is  a state  or  an  independent 
nation,  although  a few 
things  will  be  different  if  the 
island  were  a state  - such  as 
paying  taxes  to  the  federal 
government  and  losing 
rebates  it  now  receives  on 
rum  exports  to  the  main- 
land." 
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MANUFACTURING  by  Pascal  Fletcher 


Learning  to  live  without 
generous  US  tax  breaks 


Government  economic  planners  are  optimistic:  their  strategy  is  to  encourage  research 
and  development  and  high-tech  service  activities.  But  manufacturers  expect  hardships 


Puerto  Rico's  large 
manufacturing  sector,  which 
produces  nine  out  of  the  10 
top-selling  prescription 
drugs  in  tbe  US  including 
tranquillisers  and  anti-de- 
pressants, may  be  needing  a 
pick-me-up  of  its  own  these 
days. 

The  sector,  which  contrib- 
utes just  over  40  per  cent  of 
the  island’s  annual  Gross 
Domestic  Product  (GDP),  is 
struggling  to  come  to  terms 
with  the  phasing-out  of  the 
generous  US  tax  breaks  that 
fuelled  its  impressive  growth 
over  the  past  half  decade. 

The  planned  elimination 
by  2006  of  the  Section  936  tax 
incentives  has  raised  fears 
about  plant  closures  and  job 
losses  at  a time  when  Puerto 
Rico  is  fighting  to  preserve 
its  image  as  an  attractive 
investment  and  manufactur- 
ing centre  in  the  face  of 
growing  competition  from 
Latin  America.  Europe  and 
Asia. 

Opinions  about  the  sec- 
tor’s ftiture  are  mixed. 

Government  economic 
planners  take  an  upbeat 
view.  They  argue  that 
Puerto  Rico's  manufacturing 
Industry  is  surviving  better 
than  most  tbe  pressures  of 
consolidation  and  down- 
sizing which  are  squeezing 
manufacturers  around  the 
world. 

They  are  also  apparently 
confident  that  new  local  tax 
incentives,  which  reduce 
maximum  corporate  income 
tax  to  7 per  cent  and  in  some 
cases  to  as  low  as  2 per  cent, 
will  keep  existing  US  and 
foreign  manufacturers  on 
the  island  and  attract  new 
ones.  This  is  part  of  a new 


government  strategy  to 
encourage  research  and 
development  and  high-tech 
service  activities  in  Puerto 
Rico. 

“We  want  to  start  promo- 
ting Puerto  Rico  as  a high- 
skilled.  high-tech,  diversified 
investment  hase  for  the  new 
millennium."  said  Carlos 
Vivoni,  secretary*  for  eco- 
nomic development  and  com- 
merce in  the  government. 

He  added:  “That  doesn't 
mean  we  are  turning  our 
backs  on  manufactur- 
ing ...  we  are  completing 
it  with  services  and  trade.” 

William  Riefkohl.  execu- 
tive vice-president  of  the 
Puerto  Rico  Manufacturers 
Association  (PRMA).  said  his 
organisation  fully  supported 
the  government’s  aims  to 
transform  and  modernise  the 
manufacturing  sector.  But. 
in  his  opinion,  the  phase-out 
of  Section  936  incentives  was 
already  clearly  taking  its 
tolL 

“We  have  had  clo- 
sures . . . there  is  a clear 
trend  and  no  new  companies 
are  coming."  Mr  Riefkohl 
said.  He  produced  newspaper 
reports  of  more  than  two 
dozen  cases  of  plant  closures 
and  job  lay-offs  announced 
in  1997  and  1998,  apparently 
involving  several  thousand 
jobs.  These  included  big 
shut-downs  by  US  companies 
such  as  Motorola.  The  main 
reasons  cited  were  mergers, 
consolidations  and  restruct- 
uring due  to  tough  competi- 
tion. 

Mr  Riefkhol,  whose  organi- 
sation has  1.700  members, 
said  he  believed  the  biggest 
impact  from  the  Section  936 
phaseout  was  still  to  be  felt 


by  the  Puerto  Rican  manu- 
facturing sector.  “The  major 
hardships  have  not  arrived 
yet."  he  said. 

He  believed  It  would  take 
time  for  the  government's 
transformation  strategy  to 
take  effect,  and  In  the  mean- 
time the  sector  ran  the  risk 
of  being  upstaged  by  other 
manufacturing  centres  in 
Europe  and  Latin  America. 

Government  officials 
admit  overall  manufacturing 
jobs  have  fallen  over  the 
past  five  years,  from  just 
over  151.500  in  1933  to  144.350 
in  1998.  The  biggest  net 
losses  have  been  in  clothes 
manufacturing. 

“We  realise  we  are  not 
going  to  be  creating  many 
new  jobs  in  the  manufactur- 
ing sector,"  said  Jaime  Mor- 
gan-Stubbe,  executive  direc- 
tor of  the  government's 
Puerto  Rico  Industrial  Devel- 
opment Company  (Pridco). 

But  he  noted  that  Puerto 
Rico’s  exports  had  grown  by 
a hefty  26  per  cent  in  fiscal 
1998.  And  he  insisted  that 
manufacturing  employment 
levels  were  holding  up  far 


better  than  in  other  parts  of 
the  world.  Mr  Morgan- 
Stubbe  also  referred  to  sev- 
eral new  big  expansions  in 
Puerto  Rico  announced  over 
the  past  two  years  by  US 
and  European  companies. 

He  cited  a SlOOm  expan- 
sion by  Hewlett-Packard,  the 
US  electronics  group,  plans 
by  Monsanto  subsidiary 
Searle  to  invest  $200m  to 
boost  its  Puerto  Rico 
operations  and  another  proj- 
ected SlOOm  investment  by 
IPR  Pharmaceuticals,  a sub- 
sidiary of  Britain's  Zeneca 
Group. 

Following  a Pridco  trade 
mission  to  Germany  last 
October.  Mr  Morgan-Stubbe 
said  two  German  companies, 
medical  instruments  maker 
Eppendorf  and  pharmaceuti- 
cals producer  Knoll,  were 
planning  to  expand  their 
Puerto  Rico  operations. 
Fresh  investments  totalling 
between  5500m  and  S$00ra 
were  under  negotiation.  Mr 
Morgan-Stubbe  said. 

He  added  the  govern- 
ment’s promotion  of 
research  and  development 
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Pharmsceuticals:  government  planners  are  confident  about  new 
local  tax  incentives  Puerto  Rico  Industrial  Development  Ccmpany 


was  also  starting  to  bear 
fruit  He  cited  a Slora  invest- 
ment by  Allergan  to  produce 
high-class  interocular  lenses 
in  Puerto  Rico. 

Mr  Daniel  Lebron.  presi- 
dent and  general  manager  of 
Searle  in  Puerto  Rico,  said 
his  company  was  expanding 
with  the  acquisition  of  a new 
plant  at  Barceloneta,  previ- 
ously owned  hy  NicomecL  It 
was  also  upgrading  its 
Caguas  plant  to  become  a 


global  manufacturing  site 
for  two  new  products. 

“My  feeling  is  that  the 
pharmaceutical  sector  in 
Puerto  Rico  will  stay  stable 
in  the  nest  few  years  ...  I 
don't  see  the  industry  leav- 
ing Puerto  Rico.”  Mr  LebrOn 
said. 

But  he  said  manufactur- 
ers, backed  by  the  govern- 
ment, were  lobbying  hard  for 
the  US  Congress  to  allow  the 
continuation  after  2006  of 


so-called  Section  30A  wage 
credit  incentives,  which 
were  extended  for  a 10-year 
period  when  Congress 
announced  the  repeal  of  the 
Section  936  incentives  in 
1996. 

One  strategy  which  some 
Section  936  companies  in 
Puerto  Rico  were  using  to 
adapt  to  the  changes  in  the 
tax  environment  was  to 
transform  themselves  into 
Controlled  Foreign  Compa- 
nies (CFCs),  owned  from 
ahroai 

This  was  the  case  of 
Searle.  in  at  least  part  of  its 
operations,  and  a number  of 
other  companies.  “This  is  an 
option  quietly  being  used,” 
said  the  PRMA’s  Mr  Rief- 
kohL  He  believed  that  about 
two  dozen  companies  had 
taken  this  step  and  more 
would  follow. 

One  effect  of  pull-outs  or 


plant  reductions  by  Section 
936  companies  has  been  to 
create  opportunities  for 
enterprising  local  Puerto 
Rican  companies.  One  of 
these  is  Mova  Pharmaceuti- 
cals, which  in  the  past  two 
years  has  acquired  two  new 
plants,  the  most  recent  relin- 
quished by  Eli  Lily. 

• “The  changing  circum- 
stances create  problems  but 
they  also  bring  opportuni- 
ties.” said  Joaquin  Viso, 
Mova's  president  His  com- 
pany was  currently  negotia- 
ting terms  to  acquire 
another  plant  at  Manati 
being  vacated  by  Hoechst 
Marion.  ^ 

Mova  planned  to  increase 
its  workforce  from  750  to 
1,000  by  the  year  2000  and 
last  year  opened  a pharma- 
ceuticals research  and  devel- 
opment centre,  the  first  of 
its  kind  on  the  island. 


AGRICULTURE  by  Pascal  Fletcher 


Hurricane-hit  sector  will  bounce  back 


Because  Infrastructure  modernisation  was  under  way  before  the  hurricane,  the  sector  should  recover  lost  ground  within  12  months 
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When  Hurricane  Georges 
swept  across  Puerto  Rico 
last  September  21,  it  inflicted 
the  most  damage  on  tbe 
island's  smallest  economic 
sector. 

The  hurricane,  the  worst 
to  hit  the  US  Caribbean  ter- 
ritory in  70  years,  levelled 
banana  plantations,  reduced 
metal  poultry  houses  to 
twisted  wrecks,  slaughtered 
tens  of  thousands  of  chick- 
ens and  decimated  the 
island's  coffee  crop. 

It  caused  losses  of  more 
than  $300m  to  an  agricul- 
tural sector  that  contributes 
barely  l per  cent  to  Puerto 
Rico's  annual  gross  domestic 
product  (GDP).  No  other  sin- 
gle sector  suffered  such  dev- 
astation. 

Nevertheless.  Department 
of  Agriculture  officials  are 
confident  that  the  sector, 
which  bas  undergone  a big 
transformation  in  tbe  past 
half  decade,  can  bounce 
back. 

“It’s  not  a disaster.  We  can 
recuperate. “ said  Carlos 
Flores,  department  or  agri- 
culture undersecretary. 

He  estimated  the  impact  of 
Hurricane  Georges  would 
lop  as  much  as  5230m  off  tbe 
island's  gross  agricultural 
Income  this  year,  which 
reached  a six-year  high  of 
more  than  5700m  in  tbe 
1997-98  fiscal  year.  But  he 
predicted  the  sector  would 
recover  this  lost  ground 
within  the  next  12  months. 

“We  will  get  back  on  our 
feet  again  by  the  year 
1999-2000."  Mr  Flores  said. 
Four  months  after  the  hurri- 
cane, he  estimated  the  sector 
was  already  60  per  cent 


Counting  the  cost:  this  lamb  survived  but  the  farmer  lost  25  others  during  the  hurricane 


recovered.  He  said  the  poul- 
try sector  was  bouncing 
back  rapidly  after  suffering 
losses  of  more  than  $30m. 
Recovery  of  banana  and  cof- 
fee plantations,  where  esti- 
mated hurricane  damage 
was  $97.7m  and  S 42.8m 
respectively,  would  take  lon- 
ger - about  eight  or  10 
months. 

The  island’s  dairy  sector, 
whose  milk  production 
accounts  for  34  per  cent  of 
total  gross  farm  income, 
escaped  relatively  unscathed 


with  estimated  losses  of  only 
53m. 

Mr  Flores  said  that  in 
addition  to  Immediate  emer- 
gency aid  of  &lQm,  the  gov- 
ernment was  concentrating 
its  assistance  efforts  on 
rebuilding  farm  infrastruc- 
ture. snch  as  warehouses 
and  poultry  houses,  where 
total  losses  from  the  hurri- 
cane were  estimated  at  S70m. 

After  Georges  passed.  Gov- 
ernor Pedro  Roselld 
announced  be  was  renewing 
a £125  m farm  infrastructure 


funding  programme,  while 
leaving  intact  S35m  of  fund- 
ing already  approved  under 
the  original  1996  project 
This  meant  a total  of  S16Qm 
would  go  towards  infrastruc- 
ture renewal  in  agriculture. 

Even  before  Georges 
struck,  infrastructure  mod- 
ernisation was  a big  part  of 
the  government’s  efforts  to 
develop  a more  efficient  and 
technically  advanced  com- 
mercial agriculture  and 
agrobusiness  in  Puerto  Rico. 

Farming  on  the  island  had 


already  changed  considera- 
bly since  the  1940s  and  1950s, 
when  traditional  small  farm- 
ing methods  prevailed  and 
sugar  cane,  coffee  and 
tobacco  were  the  dominant 
crops.  Of  these,  only  coffee 
has  survived,  but  it  now  tags 
behind  milk  and  poultry  pro- 
duction. 

Half  a decade  ago.  there 
were  about  40  sugar  mills  on 
the  island.  Now  only  two 
remain.  Formerly  state- 
owned.  these  are  privately 
operated  following  the  priva- 
tisation of  Puerto  Rico's 
Sugar  Cane  Corporation.  A 
single  remaining  sugar  refi- 
nery at  Ponce  is  still  state- 
owned.  but  could  be  priva- 
tised in  the  year  2000. 

The  main  thrust  of  tbe 
government's  agricultural 
strategy,  part  of  a national 
New  Economic  Development 
Model,  is  to  raise  efficiency 
and  quality  levels,  especially 
in  “traditional"  crops  such 
as  coffee  and  sugar,  while 
encouraging  new  initiatives 
with  export  potential  for 
crops  such  as  tropical  fruits 
and  fresh  vegetables. 

Almost  all  of  Puerto  Rico’s 
farm  output  is  consumed 
locally,  although  small  quan- 
tities of  coffee  are  exported 
to  Europe  and  Japan  and 
some  fruit  and  vegeta- 
bles - mangoes,  tomatoes 
and  onions  - also  to  Europe. 
Growing  sales  of  ornamental 
plants,  previously  exported 
to  the  US  mainland,  now 
focus  on  the  local  market. 
Current  agricultural  produc- 
tion covers  only  about  20  or 
30  per  cent  of  the  total  food 
needs  of  the  island's  3.8m 
population. 


In  Us  effort  to  encourage 
farmers  to  diversify  and 
invest  in  modern,  efficient 
commercial  farming  pro- 
jects, the  government  offers 
generous  incentives,  includ- 
ing a 50  per  cent  tax  incen- 
tive credit  (Law  225j  for  such 
projects.  The  authorities 
were  obliged  to  put  an 
annual  cap  on  tbe  scheme  of 
$15m  a year  after  receiving 
project  applications  totalling 
more  than  S85m  in  1995,  the 
first  year  of  Law  225. 

In  its  support  for  infra- 
structure development,  the 
government  bas  been  offer- 
ing to  pay  90  per  cent  or 
total  investment  costs  in  irri- 
gation and  drainage  projects. 
So  far,  some  58m  has  been 
paid  out  for  66  projects,  .and 
a further  460  projects  had 
been  approved. 

To  halt  tbe  drain  of  farm 
workers  to  the  island's  large 
manufacturing  sector,.-  the 
government  in  1995  set  a 
minimum  wage  for  agricul- 
tural employees  of  84J25  an 
hour,  the  federal  minimum, 
wage.  This  was  almost  dou- . 
ble  the  wages  that  Puerto 
Rican  farm  workers  bad 
been  receiving  previously. 
Mr  Flores  said  the  agricul- . . 
tural  workforce  was  stable 
at  about  32,000-35,000,  only  3 
per  cent  of  tbe  island's  total, 
labour  force. 

His  department  was  also- J - 
fighting  to  preserve  Puerto 
Rico’s  productive  farm  land  ’ • 
from  encroachment  by  prop- 
erty developers  and  builders. 
Any  ebange  in  the  use  of 
farm  land  had  to  be 
approved  by  the  department. 

“It  s our  big  headache  " Mr 
Flores  said. 
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Sgg|.^°  .TECHNOLOGY  t,y  Christopher  Swann 

New  economic 

strategy 

launched 


InH  t0  e^end  spending  on  research  and  development 

and  increase  productivity 


Ambitious  plans  that  could 
make  Puerto  Rico  the  sci- 
ence and  technology  centre 
of  the  Caribbean  are  being 
put  into  practice.  The  strat- 
egy. modelled  on  policies 
developed  in  Singapore  and 
Ireland,  is  designed  to 
increase  productivity  and 
add  at  least  2 percentage 
points  to  the  island’s  eco- 
nomic growth  rate,  which 
has  averaged 

2.5  per  cent  since  the  mid- 
1970s. 

“For  a long  time  efforts 
were  made  in  parallel  by 
academia,  industry  and  the 
government  to  foster  the 
development  of  a knowledge 
economy,  but  they  were  not 
complementary."  said  Man- 
uel Gomez,  vice-president  of 
the  University  of  Puerto 
Rico  and  one  of  the  archi- 
tects of  the  new  economic 
strategy.  “This  time  we  are 
harnessing  these  efforts  into 
a coherent  whole." 

Central  to  the  programme 
is  a tax  exemption  allowing 
companies  to  mite  off  dou- 
ble the  amount  spent  on 
research  and  development 


against  their  tax  bill.  This 
may  be  deferred  if  necessary 
until  start-up  ventures  break 
into  profit.  The  offer,  cur- 
rently only  available  to  new 
entrants  to  the  market, 
should  soon  be  extended  to 
the  plethora  of  bigb-tech 
companies  which  have  long 
manufactured  in  Puerto  Rico 
but  conduct  their  research 
elsewhere.  The  target  is  to 
raise  RAD  spending  from  a 
lowly  0.3  per  cent  of  GDP  to 
l per  cent  within  five  years. 
Increased  R&D  spending 
should  in  turn  stem  the 
“brain  drain”,  which  robs 
the  island  of  80  per  cent  of 
its  PhD  graduates. 

An  aggressive  bid  for  fed- 
eral funding  by  the  Univer- 
sity of  Puerto  Rico  has 
already  yielded  fruit,  dou- 
bling the  institution’s  R&D 
spending  over  the  past  five 
years  to  $50m.  Further  fund- 
ing from  the  local  govern- 
ment is  expected  to  boost  the 
annual  figure  above  £T0m  in 
the  few  year. 

Besides  helping  to  lift  R&D 
spending,  the  new  economic 
model  assigns  a key  role  for 


universities  in  ensuring  that 
home-grown  products  are 
commercialised  on  the 
island.  Dr  Gomez,  a 
long-standing  advocate  of 
the  industrial  development 
policy,  has  helped  secure  fed- 
eral funds  for  an  office  to 
negotiate  the  complex  fed- 
eral patenting  process  and 
arrange  licensing  and  roy- 
alty deals. 

The  university  is  also 
seeking  to  reshape  its 
courses  to  meet  the  needs  of 
potential  R&D  investors.  An 
eclectic  new  doctoral  course 
in  computational  science 
and  engineering,  for  exam- 
ple, aims  to  exploit  super 
computers  in  drug  design, 
software  design,  material  sci- 
ence and  robotics.  This,  says 
Dr  Gomez,  will  provide  a 
uniquely  trained  human 
resource  with  which  to 
attract  companies.  A 200  per 
cent  tax  exemption  on  train- 
ing is  intended  to  encourage 
the  private  sector  to  main- 
tain the  momentum  gener- 
ated by  the  education  sys- 
tem. 

Meanwhile,  high-tech 


Local  high-tech  companies  are  being  encouraged  to  undertake  their  research  in  Puerto  Rico  Puerto  Rico  Industrial  Development  Company 


start-up  companies,  hitherto 
starved  of  cash  by  distant 
venture  capital  funds  on  the 
mainland,  are  to  he  fostered 
by  an  expansion  of  seed 
funding  from  the  govern- 
ment’s Economic  Develop- 
ment Bank.  “It’s  going  to 
require  upwards  of  SlOOm  a 
year  of  seed  capital  with 
three  out  of  every  four  dol- 
lars provided  by  tbe  private 
sector."  says  Dr  Jose  Vil- 
larnil.  economics  professor  at 
the  University  of  Puerto 
Rico  and  principal  consul- 
tant for  the  new  high-tech 
initiative. 


In  addition  the  govern- 
ment is  planning  to  set  up 
research  institutes  for  five 
sectors  in  which  the  plan- 
ners believe  the  island  can 
forge  a competitive  advan- 
tage: pharmaceuticals,  man- 
ufacturing processes,  life  sci- 
ences. communications  and 
information  and  health  sci- 
ences. 

Consortiums  of  businesses 
and  universities  are  expec- 
ted to  bid  next  year  for  the 
first  of  the  institutes,  which 
will  aim  to  provide  technical 
solutions  to  business  prob- 
lems. 


"As  well  as  providing 
basic  and  applied  research 
for  industry,  tbe  institutes 
should  act  as  incubators  for 
new  business  and  breed  col- 
laboration between  industry 
and  the  universities.”  says 
William  Boardman  of  Arthur 
D.  Little,  the  consultancy 
firm  advising  Puerto  Rico  on 
its  economic  plan. 

With  the  policy  barely  two 
months  into  the  implementa- 
tion phase,  it  is  too  early  to 
assess  its  effect.  Partici- 
pants. nevertheless,  point  to 
anecdotal  evidence  of  prog- 
ress. “An  increasing  number 


of  companies  are  already 
talking  about  setting  up 
research  facilities  on  the 
Island,"  says  Dr  Gome2.  "We 
are  hoping  for  a spiral 
effect."  Bartolome  GaraundL 
vice-president  of  Electrobiol- 
ogy. part  or  tbe  US  biotech 
group  BiometL  talks  of  a new 
industrial  awakening. 
“There  is  a strong  desire  in 
government,  universities 
and  industry  to  make  it  hap- 
pen." 

But  optimism  is  tempered 
by  the  realisation  that  the 
programme  is  against  the 
clock.  “We  are  25  years 


behind  the  game,”  explains 
Dr  Vi  11  a mil.  "Competitors 
like  Singapore  started  to 
think  about  creating  an  envi- 
ronment friendly  to  science 
and  technology  back  m tbe 
1960s. 

Turning  around  an  econ- 
omy for  so  long  driven  by 
outside  forces  is  going  to 
take  time,  says  Dr  Villamil. 
"We  should  begin  to  see 
accelerating  growth  in  2001 
and  2002.  But  with  only  two 
to  three  years  before  the 
impact  of  federal  incentive 
cuts  really  begins  to  bite, 
there  is  little  time  to  spare.” 


FREE  TRADE  ZONE  by  Canute  James 

Unique  opportunity 
for  manufacturers 

The  free  trade  zone  system  will  make  the  island  a prime 
destination  for  companies  seeking  to  expand  or  relocate 


Puerto  Rico’s  efforts  to 
restructure  its  economy 
have  been  given  a fillip  by 
the  US  Commerce  Depart- 
ment The  department's  For- 
eign Trade  Zones  Board  has 
approved  the  conversion  of 
all  the  island's  industrial 
parks  into  free  trade  zones, 
rbis  makes  the  entire  island 
i free  trade  zone,  expanding 
the  status  enjoyed  previ- 
ously by  the  cities  of  Ponce. 
Mayaguez  and  San  Juan. 

The  government  is  expect- 
ing an  increase  in  new 
.nvestments  and  expanded 
iterations  by  foreign  and 
(oca!  businesses  with  the 
expansion  of  the  free  trade 
tones.  Companies  operating 
:r.  the  ropes  will  be  relieved 
i(  customs  duties  on 
imported  raw  materials.  This 
vjll  make  these  companies 
xiznpetiuve  with  those  oper- 
ating in  foreign  countries, 
according  to  the  Puerto  Rico 
Industrial  Development 
Company  f Pridco). 

The  free  trade  zones  are 
oca t ions  at  or  near  a US 
Customs  port  where  foreign 
md  domestic  merchandise 
raters  without  customs 
iuttes  or  government  excise 
:axes.  Puerto  Rico’s  size 
Beans  that  any  location  on 
be  island  will  be  “near”  a 
jort  of  entry,  say  govern* 
neat  officials. 

No  export  taxes  are  levied 
jn  products  manufactured  in 
be  free  trade  zone  if  they 
ire  shipped  to  any  country 
resides  the  DS.  Products 


shipped  from  the  zones  to 
the  US  are  taxed  at  the  low- 
est appiicable  rate.  Ware- 
housing activities  in  the  free 
zones  will  also  be  tax  free. 

“No  other  location  in  the 
world  can  offer  companies 
such  a comprehensive  tree 
trade  zone  system.”  said 
Jaime  Morgan-Stubbe.  exec- 
utive director  of  Pridco. 
“This,  in  combination  with 
Puerto  Rico's  generous 
incentives  package  and 
skilled  workforce,  makes  the 
island  a prime  destination 
for  any  company  looking  to 
expand  or  reiocaie.” 

The  foreign  trade  zones 
encompass  all  Pridco’s  pro- 
jects and  cover  1S6  industrial 
parks,  667  buildings  and 
IS. 2m  square  feet  of  space  on 
•1.500  acres  of  land. 

Pridco  sees  as  important 
incentives  the  tax  breaks 
which  companies  will 
receive  from  the  free  trade 
zones.  It  has  cut  the  period 
for  approving  applications 
for  free  zone  operations  from 
18  months  to  90  days,  and 
reduced  the  cost  of  applica- 
tions from  SI 50,000  to  $5,000. 

Free  trade  zone  stares  is 
also  available  on  undevel- 
oped land  that  is  used  for 
new  facilities,  said  Pridco. 
This  will  enable  companies 
to  reduce  start-up  costs 
while  benefiting  from  the 
exemption  from  customs 
duties,  while  sating  time, 
effort  and  money  in  initi- 
ating a free  trade  zone  opera- 
tion. 
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Companies  operating  in 
the  free  trace  zones  Til]  save 
money  as  a result  of  the 
exemption  from  custom* 
duties  and  from  the  elimina- 
tion of  customs  c ur.es  on  re- 
export. * aey  wiS  alK  rene- 
fr.  :r cm  cur/  r-ue:  on  all 
materials.  components  and 
packaging  used  m the  manu- 
facturing of  products  in 
Puerto  Rice  ever  when  sold 
within  Puerto  Rico  and  tie 
mainland  US. 

"For  example,  under  the 
current  status,  a pharmaceu- 
tical manufacturer  with 
SlOOm  in  imports  would  have 
paid  5.3  per  cent  dur.-  on  its 
finished  product.”  said 
Pridco.  “But  under  the  new 
foreign  wade  zone  stares,  the 
imported  materia;  will  be 
duty-free  resulting  in  a 
savings  of  SS-3m. 

"The  approval  of  this 
application  pro  rides  Puerto 
Rico  with  the  most  singular 
and  comprehensive  foreign- 
trade  zone  system  in  the 
world  for  reducing  costs  of 
operation:  making  the  island 
an  even  more  attractive 
place  to  do  business.” 

Government  officials  say 
the  designation  of  the  island 
as  a free  trade  zone  will  help 
it  to  overcome  some  recent 
developments  which  could 
slow  the  expansion  of  the 
economy.  Tax  credits  under 
Section  936  of  the  US  Inter- 
nal Revenue  Code,  and 
which  attracted  many  US 
mainland  companies  to 
Puerto  Rico,  are  being 
phased  oat  following  a rul- 
ing by  Congress. 

The  island  is  also  hoping 
to  regain  some  of  the  com- 
petitive edge  in  trade  which 
some  government  officials 
say  it  lost  with  tbe  evolution 
erf  the  North  American  Free 
Trade  Agreement  (Nafta). 
The  approval  of  the  island  as 
a free  trade  zone  will  also 
give  it  a chance  to  capture 
some  of  the  business  being 
done  by  trade  bubs  is  neigh- 
bouring countries. 

The  expansion  of  the  free 
trade  zone  to  cover  the 
entire  island  will  also  assist 
the  government’s  plans  to 
make  Puerto  Rico  a “bridge” 
for  trade  between  North 
America  and  South  America 
when  the  planned  Free 
Trade  Area  of  the  Americas 

is  created  in  3X15. 

The  free  trade  zones  “will 
help  current  business 
operations  to  be  mane  com- 
petitive globally,  and  pro- 
vide additional  incentives 
for  businesses  to  establish 
2nd  maintain  operations  In 
Puerto  Rico",  said  Pridco. 

It  claims:  ‘‘Puerto  Rico  is 
the  most  unique  and  compre- 
hensive. non-contignons  free 
trade  zone  in  the  US.  The 
new  system . . . will  allow 
companies  to  obtain  signifi- 
cant new  financial  savings 
opportunities  when  locating 
manufacturing  and  distribu- 
tion operations  on  the 
island.* 
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A Popular  Leasing 

# Banco  Popular 

Cafifoma  1 

California 

14 

Colorado  1 

Honda 

10 

Georgia  1 

Winots 

19 

Knots  1 

New  Jersey 

10 

Missouri  1 

New  York 

31 

New  Jersey  1 

New  York  I 

Pennsyfvana  1 

1 Tool  8 1 

Texas 

| Total  88 

A 

Servicing  the  finanoai  needs  of  the 
Hispanic  community  and  targeting  small 
business  niche  markets  with  specialized 
lending  programs  comprise  our  U.S. 
mainland  expansion  strategy.  The 
Corporation  expanded  its  banking 
network  to  states  with  large  Hispanic 
communities;  expanded  SBA  and 
franchise  lending  to  the  new  territories; 
established  a national  credit  card 
operation  and  incorporated  Popular 
Leasing,  USA  to  focus  on  the  leasing  cf 
mosdy  medical  equipment  and 
commercial  products.  Meanwhile,  its 
consume  finance  subsidiary, 

Equity  One  continued  to  grow  while 
achieving  excellent  returns. 


California  8 

Honda  15 

NewYoric  2 


! Thai  25" 


Popular,  Inc,  with  J23.2  billion  in  total  assets,  is  the  37th  largest  bank  holding 
company  in  the  United  States.  The  Corporation's  business  and  geographic 
diversification  in  the  US.,  Central  America  and  the  Caribbean,  is  based  on 
exporting  its  core  competencies  by  focusing  on  retail  financial  services, 
commercial  services  to  small  and  middle  market  businesses  as  well  as 
electronic  processing  services.  The  Corporation  is  characterized  by  a 
strong  commitment  to  the  communities  it  serves  and  by  using  technology 
to  make  financial  services  more  convenient  and  accessible  to  customers. 


As  you  can  see  we  are 

growing, 

so  there  is  no  need 

for  big  logos. 


Caribbean  and  Latin  American  Expansior 


. Dominican  Republic  Processing  services 
for  ATM  and  POS  network  through 
ATH  Domln>eana.FirandaI  Services 
through  Banco  Gerencol  y Rdueorio 
EC  Costa  Rfev  Processing  services  for  ATM 
network  through  ATH  Costa  Rica 
■ U.S.  Virgin  Islands  and  British  Virgin  Wands; ' 
8 branches 


In  Puerto.  Rico, 
tiie  Corporation's 
strategy  :s  to  sztisiy 
the  financial  need;  of 
ail  segments  cf  the 
market,  from  the 
embanked  individual 
to  the  largest  corporate 
customer.  Armed  with 
the  most  extensive 
traditional  and  electronic 
delivery  network,  the 
Corporation  is  well  poised 
to  achieve  this  go?J. 
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MEANS  BUSINESS  & PLEASURE 

► A new  tax  incentives  law 
with  an  effective  tax  rate 
as  low  as  2%  and  a 
maximum  of  7%  for 
manufacturing  and 
export  oriented  services. 

► Year  Round  Sunshine 

► Pristine  Beaches 

► Spectacular  Golf  Courses 

In  Puerto  Rico  you  will  find  a beautiful  climate  all  year  round  and  an  enviable  quality  of  life 
and  with  our  open  door,  pro  business  government,  Puerto  Rico  is  also  the  perfect  site  for  your  business. 

Want  to  know  more?  Just  call  for  additional  information  and  let  us  prove  to  you  that  Puerto  R ico 
means  business...  and  pleasure! 

www.pr4business.com 

1-800-S88-3742 
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Alcatel  begins  to  regain  respect 

These  are  critical  times  for  Alcatel,  the  French 
telecommunications  equipment  company.  Hav- 
rigJ^fn  sl?nrned  by  *be  market  for  an  unex- 
perf6iP?.lVVamin9  last  September,  the  com- 
pa^  started  the  long  haul  back  to  respectability 
whCT  two  US  acquisitions  aimed  at  strengthen-* 
Hig  its  position  in  the  fast-growing  data  net- 
working market  were  well  received.  Page  17 

Life  on  Mars  thanks  to  a 1kg  device 

I A ikg  device  that  will 
produce  pure  oxygen 
on  Mare  from  the  plan- 
et’s predominantly  car- 
bon dioxide  atmo- 
sphere is  being  built  by 
the  University  of 
Arizona.  Tucson,  and 
1 Nasa’s  Johnson  Space 
Center.  The  silver- 
domed  Oxygen  Gener- 
, sting  Subsystem  (OGS) 
(left)  will  generate  the 
first  material  for  human  consumption  to  be  pro- 
duced from  extra-terrestrial  resources.  Page  22 

Hong  Kong  to  merge  its  exchanges 

Singaporean  officials  enjoyed  a wry  smile  last 
week  when  Hong  Kong  announced  plans  to 
merge  its  stock  and  derivatives  exchanges. 
Coming  three  months  after  plans  were  unveiled 
to  merge  Simex,  the  Singapore  derivatives 
exchange,  with  the  Stock  Exchange  of  Singa- 
pore, Hong  Kong's  move  underlined  the  rivalry 
between  the  two  city  states.  Page  24 

Budapest  takes  another  beating 

Hungary  may  be  eastern  Europe’s  healthiest 
economy  but  an  investor  with  money  in  the 
Budapest  stock  exchange  in  January  could  be 
forgiven  for  forgetting  it  Page  38 

Companies  face  up  to  global  crime 

When  businessman  Trevor  Bel)  ignored  advice 
and  took  a taxi  to  dinner  in  Mexico  City  he  was 
held  up  by  two  armed  accomplices  of  the 
driver.  But  violent  crime  is  only  one  of  a web  of 
non -conventional  risks  facing  businesses  in 
immature  and  fast-changing  markets.  Ignoring 
or  mishandling  such  risks  cost  multinational 
companies  more  than  €21  bn  last  year.  Page  22 


Exxon-Mobil  merger  alarms  FTC 

Antitrust  agency  may  take  action  over  planned  deal 


By  Richard  Wolffe  in  Washington 

The  planned  merger  between 
Exxon  and  Mobil  raises  exten- 
sive concerns  over  its  impact 
on  competition  in  key  US  mar- 
kets and  almost  every  sector  of 
the  industry,  US  antitrust  offi- 
cials warned  yesterday. 

In  its  first  comments  on  its 
investigation  of  Exxon  and 
Mobil,  the  Federal  Trade  Com- 
mission said  it  was  prepared  to 
take  action  in  where  a 
merger  could  affect  competi- 
tion “bv  even  a small 
amount". 

William  Baer,  director  of  the 
FTC's  bureau  of  competition, 
stressed  how  the  oil  groups  - 
whose  combination  would  be 
the  world’s  largest  industrial 
merger  - compete  “at  just 


about  every  level  of  the  indus- 
try’-.  Speaking  before  congress- 
men on  the  House  energy  and 
power  sub-committee.  Mr  Baer 
said  the  Exxon-Mobil  investi- 
gation was  "still  at  an  early 
stage"  and  no  conclusions  bad 
been  reached. 

But  his  testimony  suggested 
antitrust  officials  were 
strongly  considering  action  in 
several  areas  of  the  combined 
company's  operations. 

Antitrust  officials  are  con- 
cerned that  the  combined  com- 
pany will  be  "the  largest  com- 
pany or  one  of  the  largest 
players"  in  crude  oil  explora- 
tion. refining,  petrochemical 
manufacturing  and  gasoline 


marketing.  The  merged  com- 
pany would  be  most  powerful 
in  the  north-eastern  US.  the 
Gulf  coast  and  California. 

Mr  Baer  said  his  staff,  along 
with  competition  officials  in  21 
US  states  and  the  European 
Union,  were  examining  how 
the  merger  would  “change  the 
competitive  dynamics  of  this 
industry". 

He  said:  "Tbe  Commission's 
inquiry  is  and  has  been  to 
determine  whether  a merger 
would  make  it  substantially 
likely  that  tbe  remaining  firms 
in  the  industry  could  reduce 
output  and  raise  prices  by 
even  a small  amount,  to  tbe 
detriment  of  consumers  and. 


in  this  industry  in  particular, 
of  tbe  competitiveness  of  the 
American  economy  or  the 
economy  of  any  particular 
region.” 

The  FTC  has  already 
imposed  forced  divestitures  on 
Exxon  over  a joint  venture 
with  Royal  Dutch  Shell  aimed 
at  selling  an  essential  motor 
oil  additive.  Exxon  agreed  in 
August  to  sell  a business  that 
produces  viscosity  index 
improver  to  Chevron. 

Mr  Baer  said  that  while  the 
Exxon-Mobil  merger  did  not 
affect  competition  in  tbe 
worldwide  crude  oil  market, 
the  FTC  was  particularly  con- 
cerned about  oil  refineries  on 


tbe  Gulf  coast.  "It  is  vitally 
important  for  nearly  all  of  this 
country  east  of  the  Mississippi 
to  maintain  a competitive  Gulf 
coast  refining  market,"  he 
said.  It  was  concerned  that 
California  also  suffered  from 
"tight  supply". 

Referring  to  past  investiga- 
tions and  forced  divestitures. 
Mr  Baer  said:  “What  we  have 
learned...  is  that  competition 
is  critical  to  this  industry  and 
that  concentration,  as  well  as 
increases  in  concentration  - 
even  to  levels  that  the  anti- 
trust agencies  call  "moderately 
concentrated’  - can  have  sub- 
stantial adverse  effects  on 
competition." 

Exxon  and  Mobil  executives 
are  due  to  testily  before  the 
subcommittee  today. 


Australia  tastes  genetic  food  debate 

For  Australians,  genetic  engineering  means  blue 
carnations  rather  than  "Frankenstein  foods”. 
Branded  Moondust,  a genetically  engineered 
Australian  blue  carnation  will  be  marketed 
throughout  Europe  this  year.  At  home,  this  has 
not  created  any  concern,  but  the  flowers  are  not 
eaten  and  the  genetic  engineering  does  not 
involve  work  on  animals-  Page  26 

Bear  market  reigns  over  euro 

The  euro  recovered  from  recent  lows  but  did 
not  make  a break  upwards.  Despite  talk  of  the 
euro  approaching  parity  with  the  dollar,  it  rose 
above  the  Si. 09  level  but  stopped  short  of 
SMO,  leaving  it  vulnerable  to  fails.  Page  25 
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Cathay 
Pacific 
suffers 
first  loss 
since  1963 

By  Rabid  Jacob  in  Hong  Kong 

A sharp  regional  downturn 
and  excess  capacity  in  the  air-  ) troubled  Japanese  carmaker  or 
line  industry  hare  helped  push  | Nissan  Diesel,  its  commercial 
Cathay  Pacific,  the  Hong  ! vehicles  arm. 

Kong-based  airline,  to  its  first  j Jurgen  Schrempp,  co- 
annual  loss  since  1965.  ; chairman  of  the  German-US 

Peter  Sutch.  chairman,  said:  1 group.  Dew  to  Tokyo  to  tell 
“199S  will  stand  out  as  one  of  j Yoshikazu  Hanawa.  Nissan 
the  most  difficult  years  in  the  « president,  that  the  decision 

j had  been  taken  in  order  to  can- 
: centrate  on  the  merger  of 
; Daimler  and  Chrysler. 

; announced  last  May. 
j "This  [decision]  is  the  result 
i of  a three-month  period  where 
both  parties  assessed  the 


DaimlerChrysler  spurns  Nissan 


Carmaker  refuses 
to  take  stake  in 
Japanese  group 

By  Uichiyo  Nakamoto  In  Tokyo 
and  Haig  Simotdan  in  Genera 

Nissan  Motor  said  yesterday  it 
would  explore  links  with 
other  motor  companies  after 
DaimlerChrysler  decided  not 
to  take  a stake  in  either  tbe 


Agroconunente 

Ac-wrev.cc 

Aeroperu 

Aggregate  Industries 
Alongn:  & Wilson 


16 

16 

16 

21 

21 


Misvs 

Mitsubishi  Motors 

Mobil 

Monsanto 

Morgan  Stanley  DW 


32 

18 

15 

16 
17 


history  of  Cathay  Pacific,  as 
the  severe  contraction  of  Asian 
economies  inevitably  took  a 
heavy  toll  on  many  of  ojt  key 
markets. 

"We  feel  the  recovery  is  not 
just  around  the  comer.  Nc  sig- 
nificant improvement  is  expor- 
ted in  1999." 

Cathay  announced  :ba:  i: 
j bad  reversed  huo  a HES5T2ir 
| f$70ro»  net  loss  for  the  year 
; ended  December  2:  sfter 
• exceptional  items  of  HKS86SO. 

J mosfiy  reflecting  provisions 
I for  older  aircraft  i-  is  retiring 
I from  service. 

j In  1997,  Cathay  had  s net 
I profit  of  HKSLTbn.  Turnover 
I in  199S  dropped  !!L9  per  cent  to 
! HKS26£Sbn. 

{ Excess  capacity  in  the  indus- 
try coupled  with  sharp  compe- 


srrt-ngths  and  financial  options 
of  a global  co-operation,"  said 
Mr  Scbrempp.  “We  had  to 
accept  that  the  opportunities  a 
close  rianonship  with  Nissan 
offer  ore  nc:  achievable  as 
quickly  acd  smoothly  as  ini- 
tially expected." 

me  negotiations  appear  to 
fcavs  foundered  on  two  main 
issues:  Nissan's  heavy  defers, 
which  total  about  Y4,300bn 
(S36bni,  and  the  long  haul 
expected  until  any  deal  pro- 
duced significant  profits. 

Nissan  has  forecast  group 


Negotiations  stalled:  DaonJerChrysler's  Jurgen  Schrempp,  left,  and  Nissan  president  Yoshikazu  Hanawa 


lition  among  airlines  to  l net  losses  of  Y30bn  for  tbe 
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counter  tbe  regional  slowdown 
resulted  in  a large  drop  in 
average  fares.  Fewer  first  class 
and  business  class  passengers 
hurt  Cathay's  profitability  as 
companies  in  the  region  con- 
signed more  executives  to  the 
back  of  the  aircraft 

While  average  passenger 
loads  were  down  just  0.7  per 
cent  compared  with  19S7.  aver- 
age lares,  or  yields,  plunged 
183  per  cent.  From  the  middle 
of  the  year,  there  was  some 
recovery  in  passenger  loads, 
but  at  the  expense  of  yields, 
said  Mr  Sutch. 

Cathay  Pacific’s  cargo  ser- 
vices saw  turnover  drop  93  per 
cent  to  HKS7.04bn  in  1998. 
“The  cargo  operations  were 
seriously  disrupted  by  the 
start-up  difficulties  at  the  new 
Hong  Kong  International  Air- 
port, which  accounted  for  a 
substantial  revenue  loss  dur- 
ing July  and  August,"  Cathay 
said. 

Like  other  airlines.  Cathay 
benefited  from  lower  oil  prices. 
Mr  Sutch  said  if  the  airline 
had  paid  as  much  for  foal  in 
1998  as  it  had  in  the  previous 
year,  its  loss  would  have 
increased  by  HKSlbn. 

Cathay  reduced  its  staffing 
from  16.000  to  about  14,000, 
through  attrition  and  redun- 
dancies last  year.  In  spile  of  its 
progress  in  cutting  costs,  its 
frasg  in  costly  Hong  Kong  is 
proving  a liability.  The  com- 
pany said  the  relatively  higher 
costs  of  operating  in  Hong 
Kong  owing  to  the  devaluation 
of  currencies  elsewhere  in  the 
region  bad  reduced  the  com- 
pany's competitiveness. 

“There  is  a lot  of  excess 
capacity  on  the  long-haul 
routes  and  Cathay’s  competi- 
tors have  a lower  cost  base 
than  they  do,"  said  John  Heth- 
erington,  an  analyst  with  Pari- 
bas Asia  Equity. 

Cathay  has  put  forward  pro- 
posals to  its  idiots’  union  ask- 
ing for  substantial  cuts  in  sal- 
ary among  senior  pilots  in 
return  for  share  options. 

However,  the  proposal  has 
made  little  headway,  leading 
to  speculation  the  union  might 
strike  later  this  year.  Senior 
flight  crew  based  in  Hong 
Kong  are  being  asked  to  take  a 
pay  cut  averaging  8 per  cent 

The  final  dividend  was  cut 
from  HK  17.5  cents  to  HK7 
cents,  giving  a total  for  the 
year  of  HK10  cents  (HK2 9 
cents  j. 


year  to  March,  and  had  been 
looking  to  sell  its  3S.8  per  cent 
stake  in  Nissan  Diesel  to 
reduce  its  debts. 

The  Japanese  group  said  it 
would  continue  to  explore 
other  possible  links,  while  con- 
tinuing to  look  into  co- 


operative projects  with  Daim- 
lerChrysler. But  it  S3  id  it  had 
not  received  any  indication  of 
interest  from  other  companies. 

Although  Renault  said  yes- 
terday it  remained  interested 
in  buying  control  of  Nissan 
Motor,  the  French  group  said 
it  had  not  made  a (inn  bid- 
The  attractions  for  Renault  of 
buying  into  Nissan  are  instant 
access  to  Japan  and  much  of 
Asia  - where  Renault  is  barely 
present  - and  to  the  US. 

But  speaking  at  the  Geneva 
motor  show.  Louis  Schweitzer. 
Renault  chairman,  said:  "We 
have  always  underlined  that 


INissan]  was  both  an  opportu- 
nity but  also  something  not 
easy,  on  account  of  reasons 
associated  with  the  company 
itself  and  its  present  situation, 
and  cultural  barriers  that 
might  exist.'’ 

The  news  of  Daimler- 
Chrysler‘s  withdrawal  from 
negotiations  came  after  the 
close  of  Tokyo  trading,  and  is 
likely  to  hit  Nissan  shares 
today.  "There  has  been  so 
much  hope  and  expectation  on 
the  part  of  investors  that  Nis- 
san will  do  a deal."  said  Chris 
Richter,  analyst  at  HSBC  Secu- 
rities in  Tokyo. 


Nissan  also  said  yesterday 
that  it  would  post  an  extra- 
ordinary loss  of  Y2ubn  due  to  a 
capital  increase  for  Nissan  Die- 
sel Motor  Sates,  its  50  per  cent 
owned  subsidiary  that  is  being 
merged  with  Nissan  Diesel. 

It  said  the  capital  increase, 
totalling  Y-iQbn.  was  to  make 
up  for  the  difference  in  the 
book  value  and  real  value  of 
tbe  investment  made  in 
domestic  dealerships  owned  by 
Nissan  Diesel  Motor  Sales. 
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MasterCard 
challenges 
Visa  with 
new  board 
structure 

By  John  Anthers  m Hew  York 


MasterCard  International,  the 
global  credit  card  association, 
is  halving  the  size  of  its  board 
to  give  greater  influence  to  its 
biggest  member  banks,  in  the 
latest  escalation  of  its  battle 
with  Visa. 

Citigroup,  which  quit  the 
board  of  Visa  last  month  after 
a dispute  over  marketing,  will 
gain  a seat  on  the  new  Master- 
Card board.  It  said  it  would 
move  a sizeable  block  of  busi- 
ness from  Visa  to  MasterCard. 

At  the  heart  of  the  move  are 
conflicts  of  interest  between 
the  largest  banks,  which  want 
to  develop  tbeir  own  brand 
names,  and  smaller  banks 
happy  to  develop  the  standard 
Visa  and  MasterCard  brands. 

John  Reed.  Citigroup’s  co- 
chief  executive,  had  demanded 
a change  in  Visa’s  rules  to 
allow  the  Visa  logo  to  be 
moved  to  the  back  of  the  card, 
commenting  that  it  was 
“astonishing”  that  the  larger 
banks  had  so  far  tolerated  a 
“communal"  brand. 

MasterCard  signalled  yester- 
day that  it  would  be  more 
receptive  to  members.  Robert 
Selander,  MasterCard's  chief 
executive,  said  the  change  to 
the  board  demonstrated 
MasterCard's  “flexibility  and 
intense  focus  on  serving  our 
most  important  customers". 

MasterCard's  board  will  be 
reduced  from  31  to  17,  repre- 
senting a global  membership 
of  more  than  23,000  banks. 
Robert  Willumstad.  Citigroup's 
head  of  global  consumer  lend- 
ing, will  join  the  board. 

Citigroup  said:  “We  think 
the  new  board  of  MasterCard 
will  be  more  in  alignment  with 
our  strategic  thinking,  and  we 
think  we  will  be  issuing  a 
larger  proportion  of  .Master- 
Cards.  We  will  still  Issue  some 
Visa  cards." 

Industry  executives  have 
speculated  for  some  time  that 
MasterCard,  which  promotes 
its  own  brand  through  televi- 
sion advertising  and  sports 
sponsorship,  would  shift  to  a 
policy  that  offers  more  tailored 
services  to  the  larger  banks.  It 
is  much  smaller  than  Visa,  and 
it  was  thought  tbat  this 
offered  MasterCard  its  best 
chance  of  long-term  survival. 

The  new  board  will  be 
chaired  by  Donald  Boudreau, 
vice-chairman  of  Chase  Man- 
hattan, who  has  been  chair- 
man for  a year. 


Reliant  Energy 
blazes  trail  to  EU 


By  Andrew  Taylor  in  London 
and  HffiBary  Dunjta  to  Houston 

The  first  large  takeover  of  a 
continental  European  electric- 
ity utility  by  a US  group  was 
confirmed  yesterday  when 
Reliant  Energy  agreed  to  boy 
Energie  Produktie  Bedrijf 
fCNAL  the  Dutch  generator, 
for  $2.4bn. 

Further  cross-border  deals 
are  expected  following  tbe 
start  last  month  of  the  phased 
liberalisation  of  European 
Union  power  markets. 

Previously,  US  energy 
groups  concentrated  on  buying 
electricity  supply  companies  in 
the  UK,  which  began  liberalis- 
ation before  most  other  EU 
countries. 

US  groups  are  seeking  to 
Tnaicp  similar  inroads  in  con- 
tinental markets.  Edison  Inter- 
national is  thought  to  be  one 
of  several  US  rivals  outbid  by 
Reliant  for  UNA,  tbe  fourth 
largest  US  electricity  and  gas 
supplier. 

Reliant,  previously  known  as 
Houston  Industries,  has  agreed 
to  pay  5800m  for  an  initial  40 
per  cent  stake  in  the  Dutch 
utility  that  supplies  20  per  cent 
of  the  country’s  electricity. 

Reliant’s  holding  in  UNA, 
which  is  owned  by  the  cities  of 
Utrecht  and  Amsterdam  and 
the  province  of  North  Holland, 
is  due  to  rise  to  more  than  SO 
per  cent  by  2002.  The  remain- 
ing shares  must  be  purchased 
by  2006. 

The  US  group,  which  has 
been  involved  in  electricity 
privatisations  in  Tafrm  Amer- 
ica, said  the  western  European 
power  market  was  about  one- 
third  the  size  of  the  US  market 
in  terms  of  kilowatt  hour 
sales. 

Steve  Letbetter,  Reliant’s 
president,  said:  “Europe  is  the 


most  important  region  outside 
tbe  United  States  that  offers 
the  combination  of  deregulat- 
ing power  and  gas  markets 
and  strong  commercial,  politi- 
cal and  legal  infrastructure.” 

An  attempt  by  the  company 
to  break  into  tbe  European 
market  failed  last  year  when 
Reliant  was  Involved  in  abor- 
tive merger  talks  with  Power- 
Gen.  the  UK’s  third  largest 
generator. 

Under  an  EU  directive, 
industrial  and  commercial  cus- 
tomers using  more  than 
40,000MWh  a year  must  be 
allowed  to  move  to  a power 
supplier  other  than  their  cur- 
rent regional  or  national 
monopoly  company. 

About  one-third  of  tbe  Dutch 
electricity  market  has  been 
opened  to  competition,  affect- 
ing 650  of  its  largest  Industrial 
and  commercial  customers. 

Tbe  directive  has  already 
prompted  a surge  in  acquisi- 
tions. joint  ventures  and  stra- 
tegic stake-building  among 
European  utilities. 

EdF,  the  French  state-owned 
power  monopoly,  last  year 
bought  London  Electricity  in  a 
deal  worth  S3.2bn  (£1.9bnj. 
imatran  Voima  <IVO),  tbe 
Finnish  power  group,  used  its 
Swedish  subsidiary,  Gulls- 
pangs  Kraft,  to  purchase 
Stockholm  Energi  in  a deal 
worth  S1.95bn. 

Dutch  electricity  and  gas 
companies,  which  tend  to  be 
smaller  than  neighbouring 
German,  French  and  Belgian 
utilities,  have  been  seeking  to 
merge  with  each  other  or  find 
international  partners  to 
reduce  their  vulnerability  to 
predators. 

Reliant  said  yesterday  it 
intended  to  use  its  partnership 
with  UNA  as  its  “exclusive 
investment  vehicle"  in  Europe. 
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PHARMACEUTICALS  GROUP  INSISTS  MOVE  IS  NOT  A PRECURSOR  TO  SPIN-OFF 


DuPont  to  issue  life 


Penman 


sciences  tracking  stock 


By  Tracy  Corrigan  fa  Nnr  York 


DuPont  plans  to  issue  a 
“tracking”  stock  for  its  life 
sciences  business,  in  an 
effort  to  improve  the  chemi- 
cals and  life  sciences  group's 
market  valuation,  and  is  dis- 
cussing alliances  with  poten- 
tial partners  in  the  pharma- 
ceuticals industry,  the 
company  said  yesterday. 

However,  the  group  Insists 
that  the  tracking  stock, 
which  will  not  be  listed  for 
at  least  nine  months,  is  not  a 
first  step  to  spinning  off  the 
life  sciences  business  as  a 
separate  company. 

The  tracking  stock  is 
designed  to  provide  a sepa- 
rately valued  security  based 
on  the  earnings  of  DuPont’s 
life  sciences  business,  which 
had  sales  of  S4J3bn  in  1998 
and  after-tax  operating 
income  of  {515m.  excluding  a 
non-recurring  charge  of 
2926m. 


“The  underlying  strength 
of  DuPont  is  that  we  are  in 
the  science  business”,  mov- 
ing between  chemicals  and 
pharmaceuticals  markets, 
said  John  Himes,  a Dupont 
investor  relations  spokes- 
man. “We  believe  it  is  appro- 
priate to  keep  the  company 
together.” 

However,  analysts  say  that 
DuPont's  poor  stock  market 
performance  reflects  scepti- 
cism about  this  characterisa- 
tion. of  DuPont. 

“Despite  long-standing  and 
pmpfrarfc  arguments  by  the 
hybrid  segment  of  the 
industry,  the  investment 
community  has  not  been 
persuaded  by  the  combina- 
tion of  chemicals  and  phar- 
maceuticals,” said  Viren 
Mehta,  an  analyst  at  Mehta 
Partners. 

“The  stock  Is  clearly 
undervalued,  partly  due  to 
the  feet  that  the  life  sciences 
vision  has  not  materialised 


as  rapidly  as  hoped,”  said 
Bill  Fiala,  rfownicaia  analyst 
at  Edward  Jones,  the  St 
Louis-based  brokerage. 

He  said  be  was  sceptical 
about  the  tracking  stock 
idea  because  “if  you  execute 
your  plans  proparly,  you  win 
realise  value.  I thought  it  a 
little  premature  to  throw  In 
the  towel". 

Analysts  were  doubtful 
that  DuPont’s  recent1  early- 
stage  merger  discussions 
with  Monsanto  would  come 
to  fruition,  adding  that 
although  a merger  of  Mon- 
santo and  DuPont’s  life  sci- 
ences business  was  a possi- 
bility, leadership  issues  and 
antitrust  problems  would 
still  exist 

Referring  to  the  company's 
pharmaceuticals  strategy. 
Charles  Holliday,  DuPont 
chairman  and  chief  execu- 
tive officer,  said:  “Our  goal 
is  to  bring  our  already  solid 
DuPont  pharmaceuticals  to 
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By  Safe  Bomb  fa  Una 
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Aeroperu.  the  debt-ridden 
Peruvian  Sag-carrier  that 
was  privatised  rax  years  ago, 
is  to  suspend  domestic 
flights  from  Sunday.  Late  an 
Tuesday  it  suspended  all 


Charles  HoflkJay:  seeking  strategic  sTances 


critical  mass  through  strate- 
gic alliances.” 

Analysts  believe  that 
DuPont  is  in  discussions 
with  European  pharmaceuti- 
cals companies  end  US  bio- 
technology companies,  but 
Mr  Mehta  noted  that  “just 
about  every  company  is 
actively  seeking  alliances". 


He  added  that  DuPont  had 
a strong  base  in  some  areas 
of  pharmaceuticals,  includ- 
ing cardiovascular  and  Aids 
treatments. 

Mr  Holliday  said  that  be 
expected  to  be  able  to 
conclude  one  or  more  affi- 
ances by  the  end  of  this 
year. 


behind 


fe  Antfrew  EdgedHfe-Jdfansoii 
in  New  York 


Toys  R Us  fell  into  the  red 
last  year,  dogged  by  restruc- 
turing charges  and  weak 
sales.  Hie  world's  largest  toy 
retailer  said  yesterday  that 
the  results  suffered  by  com- 
parison with  1997,  when  vir- 
tual pets,  action  figures  and 
soft  toys  sold  strongly. 

The  group  is  one  of  the 
Few  US  retailers  to  have 
missed  out  on  a prolonged 
consumer  spending  boom. 
Another,  the  former  Wool- 


worths  group  now  renamed 
Venator,  similarly  reported 
heavy  losses  yesterday. 

Ursula  Moran,  an  analyst 
at  Sanford  C Bernstein,  said 
Toys  R Us  had  lost  market 
share  to  discounters  such  as 
Wal-Mart  and  Target  depart- 
ment stores,  but  that  trading 
should  begin  to  pick  up  in 
1999.  She  added,  however, 
that  it  would  be  difficult  to 
tell  before  Christmas 
whether  the  company  had 
done  enough  to  restore  its 
fortunes. 

Robert  Nakasone,  chief 


executive,  gave  more  details 
of  the  group's  strategy  to 
redesign  its  stores.  The 
scheme  will  be  applied  to 
about  200  stores  in  1999  and 
a fiirther  325  in  2000. 

Sales  slipped  in  the  fourth 
quarter  from  $5bn  to  $4.9t>n, 
and  rose  by  just  l per  cent  to 
$11.2bn  over  the  year.  Same 
store  sales  were  down  4 per 
cent  in  the  US  for  1998,  and  2 
per  cent  Internationally. 

A slide  in  fourth-quarter 
net  warnings  from  $S96m  to 
$488m  combined  with  $688m 
of  charges,  most  of  which 


were  taken  In  the  third  quar- 
ter. to  produce  a $106m  net 
loss  for  the  year,  against  net 
pamings  of  {772m  last  time. 

Restructuring  also  took  a 
heavy  toll  on  Venator. 
Although  it  reaped  a S44m 
gain  for  selling  its  headquar- 
ters - the  landmark  Wool- 
worth  building  in  New  York 
- the  disposals  of  its  special- 
ist footwear  and  German 
general  stores  created  a 
1139m  charge  last  year. 

Group  sales  slipped  from 
{4.61bn  to  $4.56bu  tn  1998. 
with  a 5.5  per  cent  like-for- 


like  decline  in  the  period, 
while  the  net  loss  deepened 
from  {10m  to  {126m. 

Roger  Farah,  chairman 
and  chief  executive,  admit- 
ted the  results  were  disap- 
pointing, and  reflected  inter- 
nal issues  such  as  delayed 
store  openings  as  well  as 
“difficult  industry  trends". 

Haiing  sold  the  last  ves- 
tiges of  the  119-year-old 
Wool  worth  empire  last  Sep- 
tember, its  collection  of  Foot 
Locker  stores  are  now  the 
world's  largest  athletic  foot- 
wear retailer. 


Mexico  raises  cost  of  telephone  calls 


By  Henry  Tricks  fa  Mexico  City 


Mexico’s  long-distance 
telephone  tariffs  rose  yester- 
day by  up  to  14.6  per  cent, 
the  first  increase  since  com- 
petition was  introduced  in 
1997  and  a boost  to  the  earn- 
ings prospects  of  Tglmex,  the 
top  telecoms  provider. 


Cofetel.  the  regulatory 
agency,  said  the  cost  of  local 
services,  in  which  Telmex 
had  a monopoly  until  this 
year,  also  rose  by  4.07  per 
cent,  with  similar  rises 
scheduled  for  July  and  Octo- 
ber. 

The  rise  in  long-distance 
tariffs  was  considered  a wel- 


come break  for  Telmex's 
competitors,  such  as  Alestra 
and  Avantel.  which  have  suf- 
fered steep  losses.  Since 
1997.  national  long-distance 
tariffs  had  fallen  by  half, 
which  they  claimed  was 
Telmex's  way  of  driving 
them  out  of  business. 

For  Telmex,  higher  tariffs 


were  considered  good  for 
earnings,  though  they  were 
less  than  the  18.6  per  cent 
inflation  rate  last  year, 
requiring  4J>  per  cent  pro- 
ductivity gains. 

Rizwan  All  a telecommu- 
nications analyst  at  Bear 
Steams  in  New  York,  said  he 
raised  his  earnings  estimates 


for  Telmex  from  S-L50  per 
ADR  to  S5.10  after  the 
announcement 
Rumours  of  the  tariff 
increase  have  helped  push 
up  Telmex  shares  from  23.8 
pesos  on  Janaary  1 to  more 
than  31  pesos,  with  a 2J>  per 
cent  increase  yesterday 
morning  alone. 


Rani  del  Solar,  Aeroperu’s 
legal  adviser,  said  the  airline 
has  debts  at  {174m  and 
assets  of  S5ttn.  However,  in 
the  past  two  mouths  it  has 
succeeded  in  restructuring 
S90m  of  its  total  indebted- 
ness. Aeroperu  will  now  in 
effect  be  mothballed  far  60 
days  while  efforts  to  refloat 
it  are  intensified. 

Delta  Airlines  of  the  US. 
which  acquired  a 35  per  cent 
state  in  April  1998  for  S50m. 
said  last  December  it  would 
pat  no  more  mosey  into  the 
loss-making  Neither 

will  the  Mexican  holding 
company  Cintra,  owner  of 
Aeromdxico  and  Mexicans, 
which  has  another  35  per 

Seeking  fresh  capital. 
Aeroperu  has  been  in  talks 
with  other  potential  partners 
since  January.  American 
Airlines,  apparently  the 
keenest,  completed  due  dili- 
gence last  week,  but  indi- 
cated the  outstanding  debt 
was  still  too  large. 

Aerpperu’s  existence  as  a 
private  company  has  been 
ill-starred  from  the  outset. 
Rival  Peruvian  airline  Fau- 
cett,  originally  the  winning 
bidds-  in  the  1998  auction, 
has  since  gone  bankrupt. 
Loser  AeromAxico  alleged 
technical  mors  in  the  priva- 
tisation and  subsequently 
outbid  Faucett  in  a re-run. 

In  a statement  from 
Mexico.  Cintra  said  it  had 
proved  impossible  to  rescue 
the  Peruvian  afr-Bne,  mainly 
because  of  the  "high  finan- 
cial costs  produced  by  an 
unmanageable  debt". 

Aero  pe  re's  withdrawal 
from  the  domestic  market 
j leave  Peru  with  only  one 
real  airimfr  Aeiocontinente, 
whose  aggressive  pricing  is 
blamed  for  having  driven 
| half-a-dozen  competitors  into 
( BqatoQta  in  recent  years. 


The  1988  leveraged  buy-out 
of  RJR  Nabisco  by  Koblberg 
Kravis  Roberts  may  have 
gone  down -as  one  of  the 
drfhtfng.wi<iiiiii!wif  in  US  cor- 
porate history,  of  -the  last 
decade,  but  Steven  Gold- 
stone.  RJR  Nabisco  chair- 
man. sees  it  differently. 

(hi  Tuesday,  Mr  Goldstone 
unveiled  plans  to  sell  the 
group's  international 
tobacco  operations  to  Japan 
Tobacco  for  ?Sbn,  and  to 
■yin  the  remaining  domestic 
cigarettes  business  off  into  a 
separate  company. 

KKR’s  move  may  have 
been  breathtakingly  auda- 
cious, but  it  also  saddled 
RJR  Nabteco  with  {29bn  of 
debt.  B there  is  a lesson  from 
the  group's  last  decade,  Mr 
Goldstone  said,  “it  is  that 
you  cannot  thrive  in  a tough 
consumer  market  without  a 
strong  balance  sheet”. 

Analysts  believe  the  threat 
and  reality  of  huge  pay-outs 
to  cover  legal  claims  from 
sick  smokers  has  weighed 
heavily  on  the  valuation  of 
the  group’s  80.4  per  cent 
stake  in  Nabisco,  best 
known  for  its  Oreo  cookies 
and  Planters  peanuts. 

However,  Mr  Goldstone 
says  the  sell-off  was  moti- 
vated more  by  the  need  to 
sort  out  RJR  Nabisco's  bal- 
ance ghPrt  than  to  inmlata 
the  food  division  from  future 
tobacco  litigation. 

“Even  though  it  had  great 
consumer  brands,  this  com- 
pany could  not  withstand 
some  of  the  negative  things 
that  - happened  in  the 
marketplace  and  the  politi- 
cal arena."  he  said. 

Mr  Goldstone  believes 
Nabisco  Mi  behind  its  rivals 
by  investing  too  little  in 
marketing  for  a decade,  and 
suffered  from  having  to  sell 
off  valuable  parts  of  its  port- 
folio just  to  relieve  the  inter- 
est bilL 

Now,  be  can  look  forward 
to  a net  {6bn  coming  in  from 
Japan  Tobacco’s  unexpect- 
edly generous  offer  for  the 
Qainpi,  Winston  and  Salem 
cigarette  brands  outside  th£ 


US.  That  will  cut  group -debt 
by  two-thj^_teto8ir*  the  _ 
remaining  tobacco  ’ 
ness’s  debt  down  from  mcre-*^. 
than  $8fan;to  kite,  and  teav-^‘%* 
tag  Nabisco  with  about *3®^  T 
net  debt.  I .•  , V-'4*? 

According  to  Martin  ;■*>? . 
fpan,  an  analyst  at  Salomon 

Smith  Barney,  cutting  the'' 
group's  leverage  will  put  fbe  ’-'v 
domestic  tobacco -business'**; 

4n  a stronger  ^peefttaa.-ferV 
cVnpjrf  Nabisco  Group  Hold-1 ■,J» 
tags  [the  bolding  company  LJr.. 
for  the  Nabisco  stake!  frota,K  * 
most;  if  sot  aU,  titration  ‘V 
threats". 

The  company  ha*  been**- 
careful  to  make  dear  that 
Nabisco  raimot  be  entirely 
isolated  from  fttturefegal 
against  the  tbbaceo 
business,  but;iir  ’FeJdman  ■,  ^ r 
noted:  “The  industry  has  .v-|: 
been  remarkably  Sirecess&d  *"J-  - 
at  pushing  most  .ntigatimi'-'^/ 
claims  fo  the  tobacco  mano- 
factoring  subsidiaries  rather  r'*‘  . 
than  the  parent  holding  com- 
pany." 

- Mr  Goldstone.  too  , is  eonff^; 1 - 
dent  that  .“the  swirUngcoa-''*^  ■ ■ 
troversy”  ' surroundiiig  . •£"  : 
tobacco  will  calm  down  once  ^.  -' 
Nabisco  is  a -stand-alone  ; 
group,  and  that  Nabisco,^.  v1  ; 
which  has  annual  safes  of  r"' 
$8.4bn,  can  become  “the 
jewel  of  the  food  worJd".  • . . Jv* 

RJ  Reynolds  Tobacco,^' ^ 
stripped  of  the  S3bn  a year'j^  . 
international  sales,  will  be 
smaller  group,  witirfate  of  -*“.'  - 
$5.5bn,  operating  in  a;/'1 
changed  competitive  eavt  ’V 
romnent.  ■ - - • 7 

This  led  one  triumphant '■r“l 
anti-tobacco  pressure  groups*.  -. 
to  talk  of  the  “disintegra^'4^ 
two"  of  tire  group.  - ; 

Most  analysts  hope  that  ‘ s « 
splitting  off  tobacco  from  the  ' [ 

food  division  will  in  feet  lead/-  ; 
to  fuller  valuations  for. both  ■’ 

halves  of  RJR  Nabfeoo.  - " 

Mr  Goldstone  may  hope, 
particular,  that  the  multiple' 
offered  by  Japan  Tobacco,'  * 
which  was  twice  what  BAT  **T:_ 
Industries  paid  for  Roth-*Y 
mans,  will  prompt  analysts. 
to  review  their  valuations  ot  ' c 
all  tobacco  stocks.  - ^ 
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PacifiCorp  Australia  LLC 


United  Utilities  PLC 


Wbodside  Finance  Ltd. 


US$400,000,000 
6. 15%  Notes  due  2005 


US$500,000,000 
6.45%  Notes  due  2005 
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PacifiCorp  Australia  HW^  Pty  Ltd 
ftwereor  Australia  Ltd 


Bookrunner 


Bookrunner 


US$250,000,000 
6.6%  Notes  due 200 S 

Gunnmtttdlp 

Wbocfeide  Fetrofeurn  Ltd. 

WmdskteOnUd. 

Wbod&de  fttroleum  Development  Pty.  Ltd. 
Mid- Eastern  OO  Ltd. 


WPP  Finance  (USA) 
Corporation 

US$200,000,000 
&A%  Notes  due 2005 
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US$100,000,000 
6A%  Notes  due 200S 
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JPMorgan 

Debit  UxurfMarrh  /99S 


JPMorgan 

Debut  Issun'April  1995 
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United  Utilities  PLC 


Diageo  Capital  pic 
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United  Energy  Limited 
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Hyder  pic 


US$350,000,000 
6/JYo  Notes  due  2005 


US$500,000,000 

6/ \%  Guaranteed  Notes  due  2005 


US$200,000,000 
6%  Guaranteed  Notes  due  2005 


US$400,000,000 
6:/-%  Notes  due  2023 
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Bookrunner 


Bookrunner 


Diageo  pic 


US$225,000,000 
6/'%  Notes  due  2003 

US$300,000,000 
73A%  Notes  due  2025 
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JPMorgan 

July  1995 


JPMorgan 
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JPMorgan 

Debut  fssue./October  1995 


JPMorgan 

December  1995 


Leadership  in  Yankee  bonds 


#/  bookrunner  for  Yankee  bonds  in  1998 
#1  bookrunner for  debut  Yankee  bonds  from  1994-98 


Source:  IFR/SDC  Omnibase 
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By  David  Owen  in  Paris 


T^e  French  government  is  to 
allow  Alcatel  to  pull  out  or 
Framatome,  the  nuclear  con- 
struction and  connectors 
company,  according  to  Serge 
Tchuruk,  chairman  of  the 
French  telecommunications 

equipment  group. 

Mr  Tchuruk  made  the  dis- 
closure in  an  interview 
ahead  of  today’s  annual 
results  presentation.  “The 
French  government  said 
"yes’,  you  are  going  to  get 
out.  TVe  have  decided  to  let 
you  out’”  the  Alcatel  chair- 
man said. 

He  made  clear,  however, 
that  details  of  how  the  with- 
drawal would  take  place  had 
-yet  to  be  decided. 

A disposal  of  the  group’s 
ft  per  cent  Framatome  hold- 
ing would  probably  be  wel- 
comed by  analysts  on  the 
grounds  that  such  a move 
would  further  reduce  poten- 
tial distractions  from  its  core 
telecoms  business. 

For  Mr  Tchuruk,  Alcatel's 
transformation  from  a con- 
glomerate into  a telecoms- 
focused  company  is  already 
complete,  with  non-telecoms 
operations  taking  “less  than 
1 per  cent  of  management 
time". 

On  Thomson-CSF.  the 
defence  electronics  group  in 
which  Alcatel  has  a 16  per 
cent  stake,  he  said  that  “con- 
trary to  what  has  been  said, 
Thomson  can  very  well  con- 
duct an  alliance  with  an 
American  company”. 

He  said  he  was  “restricting 
the  scope"  of  technological 
co-operation  with  Thomson 
-yhile  waiting  to  learn  the 
.-hentitv  of  any  new  partner. 

"Thomson  is  courted  now 
by  the  entire  earth  because 
it  ls  a company  with  strong 
upside  potential,"  he  said. 

Questioned  on  Alcatel’s 
apparent  offer  to  exchange 
its  Framatome  stake  for  an  i 
increased  interest  in  Thom-  i 
von  in  the  context  of  the  i 
recent  auction  for  the  Gen-  t 
eral  Electric  Company’s  Mar-  ] 
coni  defence  business,  he  ] 
said:  "An  Increased  stake  of  ' 
Alcatel  in  Thomson  is  much  1 
more  meaningful  ih^o  majjir,  1 
taming  a stake  in  Frama-  t 
tome.  Thomson  is  a large  j 
company  and  it  is  liquid,  so  I ( 
sm  entirely  flexible."  I 

He  made  dear  that  Thom- 
son was  not  regarded  as  a I 
•:on?  business.  “I  never  said  c 
defence  is  a core  business.  1 f 
>aid  that  I would  try  to  take  s 
advantage  of  convergent  l 
technologies  between  s 
defence  and  civilian  act  id-  f 
ties  This  1 believe  is  still  t 
true,  but  it  all  depends  on  t 
v .-.it  partner  if  any  comes  p 
!. . "‘j  Thomson.  The  core  C 
business  today  is  telecoms,  a 
Fuii  stop." 

He  alio  said  Alcatel  bad  a tl 
capita!  gain  potential  of  r 
£*bn  i$3.3bn>  from  non-core  ti 


; By  Dadd  Owen 

These  are  critical  times  for 
Alcatel  the  French  telecom- 
munications equipment  com- 
pany. and  Serge  Tchuruk,  its 

chairman. 

Having  been  slammed  bv 
the  market  for  an  unex- 
pected profit  warning  last 
September,  the  company 
appeared  finally  last  week  to 
have  started  the  long  haul 
back  to  respectability  when 
two  US  acquisitions  aimed  at 
strengthening  its  position  in 
the  fast-growing  data  net- 
working market  were 
favourably  received. 

Today,  a big  part  of  Mr 
Tchuruk’s  task  in  the 
group’s  1998  results  presen- 
tation will  be  to  build  on 
that  positive  momentum. 

This  will  probably  involve 
persuading  analysts  that  the 
objective  of  an  8 per  cent 
operating  margin  in  2000  in 
the  core  telecoms  unit  is 
attainable.  Preliminary  1998 
figures  put  income  from 
operations  in  the  unit  at 
FFr4bn  <€610m.  «6&4m)  on 
sales  of  FFr99.Bba 
Interviewed  in  Paris  this 
week,  the  Alcatel  chairman 
makes  clear  that  the  data 
networking  thrust  which  has 
seen  the  group  acquire  three 
US  companies  in  five  months 
for  nearly  S2.7bn  had  been 

Strong 
sales  lift 
Thomson 

By  Edward  Alden  in  Toronto 


ousinesses. 


Thomson,  the  Canadian 
publishing  group,  rebounded 
from  a disappointing  third 
quarter  to  post  a 7 per  cent 
gain  in  fourth-quarter  oper- 
ating profits  on  strong  sales 
from  all  five  of  its  divisions. 

Thomson  pleased  investors 
last  year  by  selling  its  travel 
business,  disposing  of  29 
other  non-core  businesses 
and  completing  its  restruct- 
uring into  a pure  publishing 
company.  But  the  share 
j price  dropped  sharply  after 
higher  marketing  costs  and 
Year  2000  compliance  efforts 
hurt  its  third-quarter  results. 
Thomson  shapes  rase  C$1.55 
to  CS38.75  in  mid-day  trading 
yesterday,  up  from  less  than 
CS32  on  the  news  from  the 
previous  quarter. 

In  the  fourth  quarter  to  . 
December  31,  earnings  from 
continuing  operations  rose  ! 
from  42  to  45  US  cents  per  : 
share.  Revenues  rose  from 
US$1 .54bn  to  USS1  .S6bn  on  | 
sharply  higher  sales  in  its 
financial,  legal  and  regula- 
tory divisions.  The  educa- 
tional, scientific  and  newspa- 
per divisions,  which  includes 
Canada's  Globe  & Mail,  also 
advanced. 

Thomson  also  reported 
that  38  per  cent  of  its  199S 
revenues  came  from  elec- 
tronic products,  including 
US320Cm  in  internet  sales. 


OTE,  a Fortune  500  company  and  the  leading 
reJecommunications  company  in  South  East  Europe,  is  expanc&ng 
by  acquiring  substantial  equity  interest  in  the  region’s 
telecommunication  organizations  with  emphasis  in  Balkan 
countries. 

in  order  to  support  its  investments  in  these  new  markets.  OTE  is 
searching  for  competent  executives,  ninth  international  experience, 
preferably  in  Telecommunications  at  the  levels  of: 

CEO 

General  Directors 
Directors 

The  areas  of  specialization  include: 

Human  Resources  Management  i 

Commercial  / Marketing  / Sales 

Technical  (PSTN  - Wireless  and  Mobile  Communications) 

Financial 

Development 

Operations 

IT/ MIS 

The  minimum  requirements  for  all  cantfidates  are: 

- A University  degree;  a postgraduate  degree  will  be 
considered  an  asset 

• Fluency  in  Greek  and  English  and.  ideally,  good  command 
of  a Balkan  language 

■ Relevant  management  experience  of  at  least  10  years  for 
the  CEO,  at  least  5 years  lor  the  General  Directors  and  at 
least  3 years  for  the  Directors 

We  offer  . 

• Internationally  competitive  remuneration  package 

■ Excellent  waking  environment 

• Long  term  career  prospects 

If  you  meet  the  required  qualifications  and  these  opportunities 
appear  attractive  to  you.  please  send  your  resume  n Graekandin 
English  with  a cover  tetter  by  March  31.  1999  to  the  following 

address: 

Reference  “005001" 

PO  Box  61038 
151 22  Marou$sJ,  Greece 

All  applications  will  he  treated  in  strict  confidence. 

This  search  is  undertaken  by  Offe  in  cooperatonwith  EBON 
ZEHNDER  INTERNATIONAL  management  consultants. 

Egon 

Zehnder 

International 

MANAGEMS'JT  CONSULTANTS 


on  the  cards  for  a long  time. 

“The  fact  that  we  acquired 
Xylan  [a  corporate  data 
switching  specialist  bought 

last  week  for  S2bn]  is  not  a 
sudden  bright  idea  which 
came  to  mind  after  the  Sep- 
tember crisis."  he  says.  “We 
have  been  trying  to  buy 
Xylan  for  two  years. 

"We  have  made  a choice 
and  we  have  purchased  pre- 
cisely what  we  wanted.  We 
wanted  to  go  for  top  of  the 
range  technology  and  to  try 
to  leapfrog  some  of  the  exist- 
ing products  on  the  market. 
This  does  not  guarantee  suc- 
cess but  it  at  least  erases  the 
problem  of  technological 
advances.” 

Having  completed  the 
acquisition  of  DSC  Commu- 
nications. another  US  tele- 
coms equipment  company, 
in  September,  it  is  little  sur- 
prise that  the  US  has  become 
Alcatel's  largest  single  mar- 
ket. with  about  S3bn  or 
annual  telecoms  turnover, 
close  to  $4bn  if  telecoms 
components  are  added. 

Mr  Tchuruk  says  the  com- 
pany thinks  it  can  double 
this  figure  in  less  than  three 
years.  He  says  the  market  is 
growing  at  about  12  per  cent 
a year. 

“We  should  far  exceed  the 
market  growth.  At  a time 
while  we  hear  Lucent  and  a 
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few  others  are  making  a lot 
of  noise  on  the  way  they  are 
going  to  invade  the  world, 
you  look  at  hard  facts: 
Alcatel  has  been  doing  much 
better  in  the  US  than  some 
others  are  claiming  to  do  in 

Europe. 

‘‘Whether  or  not  the  recent 
upturn  in  fortunes  and  senti- 


■  Hafcrtca  data  nsrabnM  no  et*M 
Liang  todmHn  rae  of  Dee  31  IBM 


ment  about  the  company  is 
durable  may  hinge  in  part 
on  whether  a theory  that  the 
Alcatel  chairman  hatches  on 
the  evolution  of  the  market 
is  correct.  Telecoms  mar- 
kets, he  argues,  are  entering 
a new  era.  This  could  be 
characterised  as  the  age  of 
the  integrators. 


"There  has  been  a period 
of  a few  years  where  what  I 
call  the  box-sellers  have 
been  very  successful  on  the 
market."  he  says.  “This  I 

believe  is  coming  to  an  end. 
The  new  game  in  town  is 
integration  ability  - end-to- 
end  networking.  There  are 
only  a few  companies  world- 
wide able  to  carry  out  this 
end-to-end  networking." 

After  the  trials  of  recent 
months,  what  are  his  views 
on  the  current  balance  of 
power  between  managers 
such  as  himself  and  the  own- 
ers. or  shareholders,  who 
gave  Alcatel  such  a rough 
ride  in  the  wake  of  its 
interim  figures? 

He  suggests  that  the  bal- 
ance may  have  tilted  too  Car 
in  favour  of  shareholders, 
"but  I should  add  that  this 
extreme  was  probably 
needed". 

“One  of  the  things  one  has 
to  avoid  of  course  is  taking 
stupid  business  decisions 
just  to  make  sure  that  every 
quarter  you  deliver  the  kind 
of  things  that  shareholders 
are  expecting.  1 have  seen 
some  examples  which  are 
frightening."  Is  this  the  ulti- 
mate form  of  short-termism? 
“Yes,  but  you  know  the  ulti- 
mate short-termism  is  not 
that  far  from  what  is  hap- 
pening in  many  companies." 


Morgan  chief 
Mack  failed  to 
win  promotion 


By  Tracy  Corrigan  in  New  Turk 

John  Mack,  chief  operating 
officer  of  Morgan  Stanley 

Dean  witter,  failed  in  an 

attempt  last  summer  to  be 
promoted  to  be  cochief  exec- 
utive officer  of  tbe  company 
alongside  chairman  and 
chief  executive  officer  Philip 
Purcell,  according  to  people 
close  to  the  situation. 

Mr  Mack,  widely  expected 
to  be  the  next  leader  of  Mor- 
gan Stanley  prior  to  its 
merger  with  Dean  Witter 
two  years  ago.  accepted  the 
number  two  position  in  tbe 
merged  company,  facilita- 
ting completion  of  the  deal. 

However,  Mr  Mack  faded 
to  secure  Mr  Purcell’s  back- 
ing for  his  move,  and  this  is 
said  to  have  soured  relations 
between  the  two.  leading  to 
speculation  that  Mr  Mack 
might  leave. 

The  merger  of  Morgan 
Stanley  Dean  Witter  is 
widely  viewed  as  one  of  the 
most  successful  examples  of 
consolidation  within  the 
financial  services  industry, 
bringing  together  Morgan 
Stanley’s  top- tier  investment 
banking  franchise  and  Dean 


Witter's  brokerage  network. 

Although  many  predicted 
that  tbe  merger  would  pro- 
voke a culture  clash  between 

the  elitist  investment  bank- 
ers of  Morgan  Stanley  and 
Dean  Witter's  brokers,  Mor- 
gan Stanley  Dean  Witter’s 
financial  performance  has 
made  it  a star  of  the  invest - 
• meht  banking  sector. 

Last  year,  it  weathered  the 
storm  surrounding  Russia's 
debt  default  and  the  near- 
collapse  of  Long-Term  Capi- 
tal Management  much  better 
than  most  of  its  rivals,  and 
reported  only  a 5 per  cent 
dip  in  earnings  in  the  third 
quarter  and  record  profits 
for  the  year. 

Morgan  Stanley  officials 
were  unavailable  for  com- 
ment. But  a spokesperson 
was  quoted  in  the  Wall 
Street  Journal  saying:  “Mr 
Mack  and  Mr  Purcell  dis- 
cussed the  merits  of  a co- 
CEO  structure  last  summer 
but  mutually  agreed  that 
such  a structure  would  not 
provide  a better  platform  for 
tbe  management  of  our  com- 
pany". He  added  the  discus- 
sions did  not  indicate  that 
Mr  Mack  was  rebuffed. 


Buffett  &NetJets 
The  Definition 

Of  Leadership. 


Warren  Bufferr  has  been  labeled  a qualiry 
conscious  investor.  So  we  rook  it  as  a huge 
compliment  four  years  ago  when  he  chose  the 
Netjers  fractional  aircraft  ownership  program 
to  fulfill  his  family's  personal  travel  needs. 

After  his  family  experienced  Netjets’  friendly 
and  reliable  service,  Mr.  Buffett  made  two 
more  decisions:  he  switched  his  business 
travel  to  Netjets  and  then  bought  the  company, 
making  Netjets  pan  of  the  distinguished 
Berkshire  Hathaway  Company. 

His  reasons  were  dear.  Netjets  is  far  and 
away  the  worldwide  leader  in  fractional  aircraft 
ownership.  It  has  the  largest  fleet,  the  broadest 
selection  of  the  world’s  finest  aircraft,  more 
fractional  ownership  solutions,  more  customer 
service  and  support,  and  extraordinary 
financial  strength.  Purchase  or  lease  only  the 
fractional  interest  you  actually  need,  save 
millions  of  dollars  over  full  aircraft  ownership 
and  enjoy  guaranteed  availability,  costs  and 
liqnldiiy  of  your  asset. 

Warren  Buffett  knows  leadership  when  he 
sees  it..  So  do  as  he  did.  Acquire  an  ownership 
interest  in  Netjers  and  learn  how  easy  and 
affordable  the  ultimate  in  business  and  personal 
transportation  can  be. 


Netjets: 


A Berkshire  Hathaway  Inc.  Company 


In  Europe  call  41-41-7^1616.  In  the  U.S.call  1-800-821-2299. 


V HawM  SOOXP,  jni  Sdcon  Wtt  te  the  'US,  tworier  naennnal  dura  in  the  Citanon 
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Rejection  by  DaimlerChrysler 
leaves  Nissan  red-faced 


COMPANIES  AND  FINANCE:  INTERNATIONAL 

Pechiney 
to  float 
main  stake 


The  debt-laden  Japanese  carmaker  needs  a partner  to  provide 
it  with  badly-needed  funds,  writes  Michiyo  Nakamoto 


Rejection  by  Daimler- 
Chrysler  comes  as  a 
deep  embarrassment  for 
Nissan  Motor.  Japan's  sec- 
ond largest  carmaker  and 
proud  icon  of  Japanese  man- 
ufacturing prowess.  The 
group  will  now  have  to  pick 
up  Lhe  pieces  and  try'  to  find 
another  partner  or  come  up 
with  its  own  recovery  plan. 

Not  only  is  Nissan  staring 
at  another  year  of  losses  - it 
is  forecasting  Y30bn  in 
group  net  losses  in  the  year 
to  March  - but  it  also  has  a 
mountain  of  debL  that  must 
be  reduced  if  the  group  is  to 
remain  competitive. 

“What  Nissan  needs  now 
is  access  to  funds  and  a 
reduction  in  costs  so  that  it 
can  invest  in  competitive 
products.  The  problem  is 
that  it  cannot  rely  on  its 
hanks,  so  it  needs  a partner 
to  provide  it  with  a capital 
injection,"  says  Noriyuki 
Matsushima,  analyst  at 
Nikko  Salomon  Smith 
Barney. 

Mr  Matsushima  believes 
that,  given  a grace  period  of 
three  years  to  put  its  house 
back  in  order,  Nissan  could 
stage  a recovery.  Its  exper- 
tise In  environmentally 


friendly  technologies,  for 
example,  will  be  critical  as 
leading  industrialised  mar- 
kets adopt  increasingly 
stringent  environmental 
rules.  “Only  companies  that 
have  such  technology  will  be 
able  to  survive,  and  Nissan 
is  one  of  them."  Mr  Matsush- 
ima notes. 

First  and  foremost,  how- 
ever. Nissan  needs  to  tackle 
its  Y4.30Qbn  group  debt.  The 
plan  is  to  bring  debt  down  to 
Yl.400bn  to  enable  the  com- 
pany to  invest  in  the  future, 
and  to  reduce  costs  by 
Y-WObn  by  2000. 

Yoshikazu  Hanawa.  presi- 
dent. has  been  aggressively 
cutting  costs  by  divesting 
non-core  assets  - it  has 
recently  sold  stakes  in  vari- 
ous companies  as  well  as  its 
company  headquarters  - 
and  consolidating  sales 
channels. 

In  addition,  in  a bold  move 
for  a Japanese  company.  Nis- 
san is  also  addressing  the 
problem  of  its  overcapacity 
in  Japan.  The  group,  which 
produced  just  1.62m  cars  in 
Japan  last  year  compared 
with  the  peak  capacity  or 
2.3m  hit  in  1989,  trill  lose 
100.000  units  of  production 


capacity  when  it  consoli- 
dates vehicle  production  at 
Aichi  Kikai  Kogyo  into 
another  plant  in  Tochlgi  pre- 
fecture. 

Unfortunately,  however, 
the  speed  of  cost  reductions 
has  not  been  able  to  keep  up 
with  the  speed  of  change, 
and  the  competitive  pres- 
sures, in  the  auto  industry. 

That  is  why  Nissan  needs 
a partner  to  provide  not  only 
badly  needed  funds  but  also 
a channel  for  its  technology 
enabling  it  to  realise  econo- 
mies of  scale,  says  Mr  Mat- 
sushima. With  banks  such  as 
Fuji  and  Industrial  Bank  of 
Japan  too  weak  to  support  a 
struggling  company,  an 
industry  partner  is  Nissan's 
best  hope  for  getting  itself 
back  on  the  road. 

But  DaimlerChrysIer's 
decision  not  to  invest  in  Nis- 
san will  raise  further  specu- 
lation about  the  Japanese 
company's  group  debts. 
Although  Nissan  publishes 
its  debt  figures,  there  are 
strong  suspicions  that  group 
companies,  such  as  Nissan 
Diesel  Motor  Sales,  also  have 
high  debts,  which  are  not 
revealed. 

“It  will  be  difficult  for  Nis- 


SaJes  push:  Nissan's  stand  at  the  Geneva  motor  show 


san  to  find  another  partner.” 
says  Chris  Richter,  analyst 
at  HSBC  Securities  in  Tokyo. 
“The  lesson  of  Rover  and 
BMW  is  still  fresh  enough  in 
everyone's  minds  that  they 
-would  be  cautious  about  tak- 
ing a stake  in  a company 
with  so  many  problems.” 

Renault,  which  analysts 
believe  is  seeking  a control- 
ling 33.4  per  cent  stake,  yes- 
terday shed  little  light  on 
the  state  of  its  talks. 

However,  observers  noted 
that  if  a deal  were  to  be 
struck,  Nissan  would  proba- 
bly want  to  announce  it  as 
soon  as  possible,  and  cer- 
tainly within  its  current 


financial  year,  which  ends 
on  March  31. 

Both  Mr  Richter  and  Mr 
Matsushima  agree  that  fail- 
ure to  find  a parte r would 
have  serious  consequences. 
“Nissan  doesn't  face  a static 
competition  - it  faces  a com- 
petition that  Is  hurtling 
ahead  of  it,"  says  Mr  Rich- 
ter. 

If  Nissan  has  trouble  rais- 
ing funds,  the  gap  between 
Nissan  and  stronger  compet- 
itors, such  as  Toyota  and 
Honda,  could  widen  further, 
he  warns. 

That  would  give  Nissan  a 
much  more  serious  problem 
than  a red  face. 


in  can 
business 

By  David  Owen  In  Paris 


German-US  group  mulls  Asia  options 


By  Uta  Hamlschfeger 
in  Frankfurt  and  Haig  Simonian 

The  collapse  of  talks 
between  DaimlerChrysler 
and  Nissan  Motor  will  put 
new  pressure  on  the  Ger- 
man-US group  to  meet  its 
pledge  to  generate  between 
20-26  per  cent  of  sales  In 
Asia,  but  analysts  argue  its 
Asian  options  are  limited. 

It  could  adapt  existing 
models  to  regional  tastes. 
While  the  group's  Mercedes- 
Benz  marque  would  be  too 
upmarket,  it  could  try  to 


adapt  Chrysler  products,  or 
develop  a new  volume  brand 
for  Asia. 

Both  alternatives,  how- 
ever. face  drawbacks.  Devel- 
oping new  cars  or  adapting 
existing  models  would  take 
time,  while  building  up  local 
market  share  would  take 
even  longer. 

That  explains  why  many 
analysts  argue  Daimler- 
Chrysler's  best  option 
remains  to  work  with  a 
regional  car  company.  “The 
way  Asian  markets  are 
structured,  coins  with  PocalJ 


partners  is  the  likeliest 
option."  said  Christian  Breit- 
sprecher.  analyst  at  Deut- 
sche Bank  in  Frankfurt 

The  need  for  local  exper- 
tise is  compounded  by  the 
nature  or  demand  in  Asia. 
Unlike  Europe  or  the  US. 
demand  in  the  region  varies 
widely,  and  the  “one  size  fits 
ail"  approach  does  not  work. 

in  Japan,  for  example, 
access  to  local  dealerships 
and  detailed  knowledge  of 
distribution  systems  are 
essential. 

That  suggests  Mitsubishi 


Motors  could  be  Daimler- 
Chrysler's  next  target.  The 
Japanese  car  and  truck 
group  has  a long-standing 
relationship  with  Chrysler, 
previously  one  of  its  biggest 
shareholders.  Before  Daim- 
lerChrysler's  ultimately 
fruitless  talks  with  Nissan, 
many  expected  Mitsubishi  to 
be  the  group’s  ultimate 
Asian  partner. 

Mitsubishi's  exposure  has 
increased  after  this  year's 
sale  by  Volvo  of  its  car 
operations  to  Ford.  The  two 
companies  had  worked 


closely  in  cars,  via  their  Ned- 
Car  venture  in  the  Nether- 
lands, but  few  expect  Ford  to 
preserve  that  relationship. 

DaimlerChrysIer's  options 
in  trucks  look  trickier. 
Though  Mitsubishi,  one  of 
Japan’s  leading  truck- 
makers.  could  be  an  alterna- 
tive. the  Japanese  group  has 
links  with  Volvo  in  commer- 
cial vehicles,  and  the  Swedes 
would  probably  fight  bard  to 
prevent  their  Japanese  part- 
ner falling  to  DaimlerChrys- 
ler - probably  their  biggest 
rival  in  the  truck  market. 


Net  income  of  FRF  7.3  billion  (EUR  1.21  billion) 
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A STRONG  FORCE  IN  CREATING  VALl  E FOR  SHAREHOLDERS 

In  BN'Pi.-.niinucvi  m.i-c  i:i-.i«.p:h  nnpii>«<;nuiil>  in  pcrlormirKC 

- Pome it.  Laniinj,  niipr.'-.tJ  :m--iiii.  .-i^miuMiuh  diu-  in  smn^ili  .ind  Lominuing 
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- Rci.nl  Rinkirc  - -hi rid*,  die  Euro  ilnuijii.c-  iro.t  .11  .1  imkh  more  rapid  pace.  B\’l’  merged  us 

suhsidian  Rank  .-i  lhe  Wc.-s  v.nh  f irst  Mju.u1.1n  ['uni . ■.  1v.1t inq.i  multi-name  banking  group  with 
21 ' branches  and  -aX'.i  Vi'  aw  -mo's  in  the  I nikti  Stales  B’-SP  also  lihud  its  stoke  in  BNF1. 
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specialised  lm.meing.md  ev|uiues  \ei  uu.<mK  Irom  this  .tan  itv  aUhough  in  -slight  retreat  from 
Inst  -.e.ir  1 -A  5 V.-'.  rvm.untd  vle.irl-.  prolu.ihie  •T.iiidiiig.u  FRI-  4.2-15  million  iEl!R  047  million’. 

INNOVATION  .AND  QUALITY  SERVICE  TO  CUSTOMERS 

Owr  a livv.v.ir  peri.-J.  F"-.R  lias  cone  ihrou-Ji  an  in-Jepifi  re org.ims.il ion  in  order  to  serve  ns 
vustoiiH-rs  better.  In  tl-'-mesiie  retail  banl  nig.  lhe  sales  inere.ised  Ir*'.-.,.  die  hraneh  network  was 
eonunii..ui>b  adapted  jnd  nn-Jermstd  and  .1  ttse.trvli  and  innovation  lenin  uuh  more  ihjn  200 
employees  was  ere -tied  :■<  • viler  not  proJutir.  and  services  A ■.|iialii>  programme  tliai  includes  regular 
measures  ol  customer  sauslTOi.'ii  was  also  miplenic-nted 

For  larqt  vorp.-r.iU  ctiSionjers.  D'.-.V  ha.-.  dtvvk-pvd  tf-.die.ned  tcjnis  thar  are  organised  on  an 
internal i-w.il  level,  Kusmiss  lines  have  *vcn  tivaieJ  10  give  customers  access  l-«  worldwide  expertise 
and  value-added  sir. i-.cs 

information  technology . the  nitlusin.il  heart  ->t  the  bank  Jeinonstraied  u;  high  level  performance 
with  the  conversion  to  ih>.  cur-  - and  EO  i.eroh-  .iii-in  ’•»0u2  ol  iht  enure  opcrtiling  system 

HUMAN  RESOURCE  MANAGEMENT  THAT  IS  RIGOROUS  AND  MOTIVATING 

Since  I Wl.  P-MP  has  lmpkiiunled  a s-  -iem  ol  managing  iis  human  resources  in  a spirit  or 
partnership  uuh  emplovtc-t  which  ha--  enabled  11  lo  respond  In  lhe  elimination  ol  jobs  due  i-.i 
lechnologic.il  progn.'S-  williom  re:--mng  to  lav --ills  lhe  rediieiii-n  in  total  sniff  has  been  linnied  to 
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sharing  has  multiplied  ht  5 :ts  have  matching  c-'inrihuu. -ns  to  encouraqc  ompl-uev  s,mngs 

A SOLID  BALANCE  SHEET  AND  CONTINUOUS  POLICY  OF  RISK 
MANAGEMENT 

Dei  ween  l JTO  and  l--»»-*s  .i-.erage  share  c.ipnal  rose  tr-im  FRF  45  3 billion 
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A sharp  rise  in  mcome  in  1998 
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“1998  was  n vein  good  vetir  for  BNP  Oiitv  again,  l/ir  rnmpnuv  exceeded  the  objectives  it  set  for  profits , which  totaled 
FRF  7.3  billion,  as  urll  as  return  on  eijuiiv.  which  tmiountcd  to  Il-Sb.  BNP  teams  caw  lv  proud  of  these  results,  which  were 
achieved  in  what  was  for  sonic  activities  a particularly  difficult  environment.  Since  privatisation  in  1993,  BNP  has  never 
stopped  moving  forward,  through  an  ambitious  strategy  o)  creating  value  for  shareholders,  while  improving  the  quality  of 
services  to  customers  and  implementing  a motivating  huimtu  resources  policy  for  its  (cams.  Our  new  project,  BNP  2002,  is 
another  challenge  to  improve  our  Group  profitability  through  sustained  dcvelopmeut  of  different  businesses  in  France  and 
worldwide.  This  development  will  be  achieved  through  sustained  internal  growth.  We  will  also  seize  new  opportunities  of 
external  growth  that  wc  belie te  to  be  adxantagcous  to  our  slutrcholders,  customers  and  teams.  BNP  has  the  means  to  meet 
its  objective:  growth  in  projitabiliiv." 

Michel  Pebcrcau 
Chairman  and  Chief  Executive  Officer 


5 custon^s  in  Irance  .. 

Vet^hi^tevreftotechnotogyandquaiay 
. Growth  inproffebffity 


An 


■ -ft: 


BANQUE  NATIONALE  DE  PARIS 

wwiar.bnp  tr 


Pechiney,  the  French 
aluminium  and  packaging 
company,  is  planning  to 
float  a majority  stake  in  its 
beverage  can  business  in  a 
move  aimed  at  speeding  the 
development  of  other  group 
activities. 

The  company  said  yester- 
day its  board  had  approved 
in  principle  an  initial  public 
offering  project  and  man- 
Pex&s  i dated  management  to  study 
its  feasibility. 

It  said  the  operation 
should  be  finalised  by  the 
end  of  1999  if  financial 
market  conditions  were 
favourable. 

Based  on  199S  accounts, 
the  activities  to  be  contrib- 
uted to  the  new  entity 
should  represent  C2.2bn 
fS2.4bn.l  of  net  sales  and 
€197m  of  earnings  from 
operations.  It  would  be  listed 
on  the  New  York  stock 
) exchange. 

Jean-Pierre  Rodier.  chair- 
man, said  in  an  interview 
that  the  move  would  enable 
Pechiney  to  use  its  balance- 
sheet  as  wen  as  its  cashflow 
to  exploit  growth  opportuni- 
ties in  aluminium  and  plas- 
tic packaging,  which  he 
described  as  "an  extremely 
dynamic  sector"  where  there 
is  much  to  be  done. 

He  said  the  group  had  too 
mctch  debt  to  be  able  to  say 
it  was  going  to  be  “very 
acrive”  in  aluminium  and 
beverage  cans  and  plastic 
packaging- 

As  at  December  31,  1999. 
j the  group’s  gearing  stood  at 
| 7S  per  cent  against  87  per 
j cent  a year  earlier, 
j He  said  the  long-term  idea 
; was  for  the  group  to  sell  out 
i of  the  beverage  cans  busi- 
| ness  altogether. 

• Analysts  welcomed  the 
i move,  saying  the  valuation 
: of  the  new  entity  would 
. depend  on  its  debt  structure. 

• “It  is  an  excellent  idea  for 
i two  reasons."  said  Emil  Mor- 

fett.  mining  analyst  with  Ji*. 
Morgan  Securities. 

"First,  the  L'S  beverage 
J can  market  is  a mature,  mar-  . 
I ket.  It  is  very  low  growth  i 
j and  aluminium  cans  have 
I been  losing  market  share 
over  the  longer  term  to  plas- 
tic and  glass  bottles. 

“Second,  it  means  they 
will  be  able  to  redeploy  the 
capital  in  other  areas  which 
are  strategically  much  more 
important.  Over  three- to-four 
years,  you  can  see  major 
benefits  coming  through." 
Yesterday's  developments 
I came  as  the  company 
reported  a 12  per  cent 
advance  in  annual  net 
income  from  FFrl.Slbn  to 
FFr2.04bn  f €31  urn.  S338rai. 

Earnings  per  share 
advanced  from  FFr22.i?S  to 
FFr24.91.  The  result  was 
achieved  on  sales  down  from 
FFrfl9.7bn  to  FFrfrJ  jbn.  The 
company  proposed  a 
dividend  of  €0.80  per  'A' 
share. 


NEWS  DIGEST __ 

CONSUMER  GOODS  

Unilever  faces  block  on 
anti-cholesterol  spread 

Unilever,  the  Angto-Dutch  consumer  goods  group,  has  run 
into  unexpected  opposition  to  its  plans  to  launch  a choles- 
terol-reducing spread  in  the  European' Union.  Two  member 
states  have  blocked  approval  of  Flora  pro-actrv,  which 
reduces  cholesterol  and  cuts  the  risk  of  heart  disease, 
under  the  EU’s  procedure  for  vetting  novel  foods. 

Germany  and  Sweden  are  believed! to  have  asked  for 
further  clarification  during  the  60- day  'comment  period 
which  followed  approval  by  the  Dutch  navel  foods  regula- 
tor and  which  ended  on  Tuesday.  Their  objections  are 
understood  to  relate  to  the  principle  of  marketing  func- 
tional foods  which  have  the  health-enhancing  qualities  of 
pharmaceuticals  as  well  as  nutritional  features.  The  &ro- 
pean  Commission  can  override  the  objections  by  majority 
voting,  but  may  decide  to  conduct  further  studies  before 
giving  its  approval.  . 

Unilever  said:  “We  will  continue  to  to  give  full  co-opera- 
tion and  clarify  any  questions  raised.  The  novel  foods  pro- 
cess rs  crucial  in  building  consumer  confidence  in  func- 
tional foods."  Beneeol,  a rival  anti-cholesterol  spread 
produced  by  Raisio.  a Finnish  food  and  chemicals  group, 
is  not  affected  by  the  decision.  It  is  free  to  launch  through- 
out the  EU,  having  been  sold  in  Finland  since  1995  - 
before  Brussels  introduced  the  novel  food  regulations. 
John  WtUman 

AGRICULTURE 

Norske  Hydro  targets  Europe 

Norsk  Hydro,  Norway’s  largest  industrial  group,  yesterday 
revealed  details  of  a NKrl.Sbn  (5191m)  operating  profit 
improvement  plan  targeting  its  agriculture  operations  in 
Europe,  its  largest  and  worst  performing  business.  The 
sweeping  restructuring,  involving  700  job  losses,  is  the  first 
sign  the  company  is  implementing  a sweeping  NKrSbn 
restructuring  plan  announced  last  month  following  a 28  per 
cent  fall  in  1998  profits. 

The  fertiliser,  energy,  metals  and  chemicals  conglomer- 
ate plans  to  realise  NKrl.Sbn  of  the  identified  NKr2.5bn  in 
operating  profit  improvements  by  the  end  of  2001  within 
the  business  Hydro  Agri  Europe. 

The  company  also  announced  plans  to  cut  NKrlbn  m 
costs  through  more  efficient  production,  leaner  organisa- 
tions in  sales  administration  and  business  support  and 
reduction  in  business  development  spending.  It  will 
improve  its  purchasing  of  energy,  raw  materials  and  equip- 
ment as  well  as  logistical  costs.  Valeria  Skold,  Oslo 


GRAPHITE 

SGL  Carbon  downbeat 

SGL  Carbon,  the  German  graphite  producer,  yesterday 
forecast  a gloomy  year  ahead  due  to  the  recession  in  the 
North  American  and  western  European  steel  industries,  as 
well  as  the  continuing  difficult  market  for  semiconductors. 
It  expects  this  year's  operating  profit  to  be  even  lower 
than  in  1998,  when  comparable  operating  profit  fell  9 per 
cent  to  DM343m  (€1 75.4m,  $191m). 

Robert  Kfihler.  chairman,  said  he  did  not  expect  demand 
for  graphite  electrodes  and  carbon  products  to  rise  in  the 
foreseeable  future,  but  that  he  expects  specialty  graphite 
sales  and  its  technology  business  to  grow  in  1999. 

Last  year,  SGL  Carbon  recorded  a DM264m  net  loss, 
which  was  burdened  by  DM90m  in  restructuring  costs  and 
DM41  Om  in  charges  related  to  a pending  antitrust  investi- 
gation in  the  US.  While  the  company  could  still  profit  from 
a strong  first  half  in  1998,  it  entered  a deep  trough  in  toe 
fourth  quarter,  it  said.  Uta  Hamischfeger,  Frankfurt 


FOOD  RETAILING 

Supersol  earnings  stall 

Supersol,  Israel's  largest  food  retailing  store,  yesterday 
reported  sluggish  earnings  for  last  year,  with  profits  unde> 
pressure  from  increasing  competition,  previous  unsucces^fi 
ful  diversification  and  an  economic  slowdown.  Net  income, 
which  includes  a one-time  net  gain  of  Shk16m.  amounted 
to  Shk127m  (S3 1.5m)  compared  with  Shk121.5m  in  1997. 
Revenues  rose  slightly  to  Shk5.13bn  from  Shk4.94bn  over 
toe  same  period.  Earnings  per  share  fell  ShkO.IO  to 
Shk0.60.  There  was  some  pickup  over  the  last  quarter, 
with  sales  rising  from  Shk1.22bn  to  Shkl  .26bn  but  net 
income  fell  by  nearly  ShkIOm.  to  Shk26m  despite  a net 
capital  gain  of  ShkIOm.  Judy  Dempsey,  Jerusalem 
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BCI  shares  soar  on 
merger  speculation 
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By  Paul  Betts  in  Milan 


regional  banks.  Speculation  said  they  would  be  surprised 


Banca  Commercials  Italian*  ? move  on  BCI  by  to  see  UniCredito  mount  an 

the  Milan  i pother  large  north  Italian  unsolicited  bid  for  its  Milan 


the  Milan  privatised  bank 
widely  regarded  as  the  coun- 
try’s next  large  banking 
merger  candidate,  was  yes- 
terday at  the  centre  of 
intense  takeover  specula- 
tion. which  pushed  its  share 
price  up  8.59  per  cent. 

After  late  heavy  trading 
on  the  Milan  stock  exchange. 
BCI  shares  closed  at  a high 
for  this  year  of  €6.93.  The 
sharp  rise  followed  market 
rumours  that  a bid  for  BCI 
was  being  prepared  by  Uni- 
Credito. the  banking  group 
formed  by  the  recent  merger 
of  Milan’s  Credito  Italiano 
and  three  north  Italian 


banking  group  has  intensi- 
fied following  last  week’s 
alliance  between  Banca  di 
Roma  and  ABN  Amro,  the 
Dutch  banking  group. 

BCI  and  Banca  di  Roma 
have  been  involved  in  on 
and  off  merger  talks  for  the 
past  12  months.  But  the 
Banca  di  Roma  deal  with  the 
Dutch  group  has  been  widely 
regarded  as  bringing  to  an 
end  any  merger  with  BCL 

UniCredito.  whose  shares 
also  rose  more  than  5 per 
cent  yesterday,  last  night 
denied  it  was  preparing  a bid 
for  BCI. 

Milan  banking  analysts 


unsolicited  bid  for  its  Milan 
rival.  They  added  that  any 
eventual  deal  would  proba- 
bly have  to  be  negotiated  on 
a friendly  basis  because 
BCI’s  core  shareholding  base 
included  several  heavy 
weights  Of  Italian  finance 
and  business. 

However,  the  analysts  did 
not  rule  out  the  possibility  of 
the  two  sides  moving  closer 
now  that  Banca  dl  Roma  had 
forged  its  Dutch  alliance. 

San  Paolo-IML  the  hanking 
group  based  in  Turin,  has 
also  been  regarded  as  a pos- 
sible merger  partner  for  BCL 
The  Turin  group  had  studied 
such  a scheme  before  BCI 


entered  into  a new  round  of 
negotiatjpps  with  Banca  di 
Roma  last  year. 

Although  San  Paolo-IMI 
recently  acquired  a 2.1  per 
cent  stake  in  BCI,  the  Turin 
group  yesterday  reiterated 
that  the  stake  was  a trading 
investment  and  did  not  con- 
stitute the  start  of  a strate- 
gic collaboration  with  the 

Milan  hank 


NEWS  DIGEST 


AIRLINES 


Lufthansa  boosted  by 
sale  of  Hapag-Lloyd 

Lufthansa,  Germany’s  flag  earner,  yesterday  published 
better-th  an -expected  1998  core  earnings  data,  but  did  not 
reveal  the  widely  awaited  operating  profit  figure.  Lufthansa 
said  that  its  4.6  per  cent  rise  in  revenues  to  DM22. 6 bn 
(E11.5bn,  S12.6bn)  stemmed  from  increased  capacity  util- 
isation and  sustained  cost-cutting.  Earlier  this  week,  Luft- 
hansa warned  ft  may  be  unable  to  sustain  its  73.7  per  cent 
capacity  utilisation  rn  1999.  That  warning  was  in  fine  with 
earlier  comments  by  Jurgen  Weber,  chairman,  who 
remained  cautious  about  the  year  ahead. 

Boosted  by  an  extraordinary  gain  of  DM377m  from  the 
sale  of  Its  stake  in  Hapag-Lloyd,  Lufthansa  showed  a 40 
per  cent  rise  in  its  pre-tax  profit  to  more  than  DM2.40 n. 
Uta  Hamischfeger,  Frankfurt 

BUILDING  MATERIALS 

Lafarge  advances  26% 

Lafarge,  the  French  building  materials  group,  yesterday 
reported  a 26  per  cent  advance  in  net  attributable  profit  to 
FFr3.06bn  (€466 m,  $5 05m).  Earnings  per  share  climbed  19 
per  cent  to  FFr32.30.  Turnover  rose  53  per  cent  to 
FFr64.3bn,  in  an  advance  attributed  principally  to  the  inte- 
gration of  Red! and,  the  UK  fifes  and  aggregates  company 
acquired  m late  1997. 

Operating  performance  rose  63  per  cent,  reflecting 
increased  activity  in  western  Europe,  outside  Germany, 
and  Latin  America,  ‘'excellent'  conditions  in  North  America 
and  a favourable  pricing  environment  The  company  pro- 
posed a net  dividend  of  FFr12  a share,  up  from  FFr11. 
David  Owen,  Paris 


TURKEY 

l§Bank  widens  operations 

l$8ank,  Turkey's  largest  bank  and  the  country's  biggest 
quoted  company,  is  negotiating  to  buy  a health  service 
provider  and  will  buy  utilities  as  part  of  a new  strategy  of 
seeking  synergies  with  financial  services.  Ersin  Ozince, 
chief  executive,  said  the  bank  would  consider  bidding  in  a 
consortium  for  the  government’s  planned  sale  later  this 
year  of  a 25  per  cent  strategic  stake  in  Turk  Telekom,  a 
company  valued  at  around  SlObn.  Layla  Boulton,  Ankara 


Telecom  Italia 
prepares  defence 


By  Paid  Betts  In  Milan 

Details  emerged  last  night  of 
bow  Telecom  Italia  is  to 
defend  itself  against  a hos- 
tile takeover  bid  from  Oli- 
vetti, its  smaller  Italian  tele- 
communications rival 
Telecom  Italia  is  to  seek 
shareholder  approval  for: 
merging  the  company  with 
Telecom  Italia  Mobile  - its 
60  per  cent'Owned  cellular 
telephone  subsidiary;  con- 
verting Telecom  Italia  non- 
voting savings  shares  into 
ordinary  voting  shares;  a 
share  buy-hack  for  up  to  10 
per  cent  of  the  company's 
capital;  and  a series  of  dis- 
posals. 

These  measures  are 
designed  to  fend  off  Oli- 
vetti’s €55bn  (S58bn)  hostile 
bid  for  Telecom  Italia  by  sig- 
i niflcantly  raising  the  cost  of 
1 any  takeover. 

! Telecom  Italia's  board  was 
] meeting  in  Rome  last  night 
i to  approve  the  package.  A 
! draff  of  the  measures  was 
j leaked  by  Ansa,  the  Italian 
i national  news  agency.  Tele- 
i com  Italia  oSciais  declined 

• to  comment  on  the  draft. 

• If  approved  by  the  board. 

• which  is  widely  expected. 

\ the  measures  wiE  be  submit- 
; tea  for  approval  at  a share- 
i holders  meeting  on  April  12. 

The  four  main  defences, 

S according  :o  Ansa,  are: 
j • A public  share  exchange 
j offer  for  the  entire  capital  of 
TIM  to  merge  the  cellular 
unit  with  Telecom  Italia. 
This  is  expected  to  be 
launched  20  days  after 
1 approval  by  shareholders. 

} The  merger  trf  Telecom  Italia 
j and  TENT  is  as  integral  part 
j of  Telecom  Italia’s  industrial 
i strategy  but  will  also 


increase  the  overall  value  of 
the  group  by  about  €20bn. 

• The  conversion  of  Tele- 
com Italia  savings  shares 
into  ordinary  voting  shares 
by  Issuing  a free  warrant  for 
every  ordinary  and  savings 
shares  to  be  exercised  within 
seven  days.  These  warrants 
will  be  quoted  and  traded  on 
the  stock  exchange  for  five 
days.  Investors  will  receive 
10  ordinary  Telecom  Italia 
shares  in  exchange  for  34 
warrants  together  with  10 
savings  shares.  This  would 
also  substantially  increase 
the  cost  of  a takeover  bid. 

• The  company  is  propos- 
ing to  buy  back  up  to  10  per 
cent  of  its  outstanding 
shares  for  up  to  €9bn.  The 
maximum  price  for  the  share 
buy  back  would  be  €15  a 
share  or  50  per  cent  more 
than  Olivetti's  current  offer 
of  €10  a share  in  cash,  bonds 
and  equity. 

• Disposal  of  non-core 
assets.  Within  a year,  the 
company  is  considering  sell- 
ing its  property  portfolio  as 
well  as  other  subsidiaries 
including  the  Sirti  engineer- 
ing unit.  Meie  insurance 
business  and  the  Finsiel  J 
information  technology  ser-  j 
vices  subsidiary. 

The  board  last  night  was  [ 
also  expected  to  consider  the 
group's  preliminary  1996 
results  shotting  a 40  per  cent 
rise  in  group  net  profits  to 
L3,800bn  f€1^6bn,  S2.13bnl 
on  a 5 per  cent  rise  in  reve- 
nues to  L45.Q00bn. 

According  to  the  draft,  the 
business  strategy  of  Franco 
Bernabe,  Telecom  Italia 
chief  executive,  envisages  an 
average  annual  increase  of 
the  group's  gross  operating 
margin  of  8 per  cent 


Telefonica  resurrects  TPI  spin-off 


By  Tom  Bums  In  Madrid 


Telefonica.  Spain's  leading 
telecommunications  com- 
pany, plans  to  put  part  of  its 
Yellow  Pages  unit.  TPI,  on 
the  market  within  the  next 
three  months. 

This  would  set  in  motion  a 
long-awaited  spin-off  strat- 
egy likely  to  include  the  flo- 
tation of  its  mobile  and 
international  telecommuni- 
cations businesses. 


The  disposal  of  up  to  half 
of  TPI  was  announced  last 
year  to  raise  funds  for  a 
€4_9bn  ($533bn)  acquisition 
drive  by  Telefonica  in  Brazfl. 
The  unit  was  valued  at  the 
time  at  €12bn  but  it  could 
now  be  close  to  €SL9bn. 

The  renewed  decision  to 
float  TPI  could  now  however 
reflect  the  climate  of  uncer- 
tainty created  in  the  tele- 
com munications  industry  by 
Olivetti's  €5Sbn  hostile  bid 


IrOM^AG.NIE  MONEC.ASQUE  OF  BANQLT:| 


A meeting 


of  ihe  Board  oFDireaorsrof  tits Compagme  M ne- 


oo3£b  of  February  1 999  and it  was  infbnned  of  the  accounts 

fordiEfinaDrialv,earei8iing3L/r2/1998. 

It  noted  that:  ... 

• ksctieiMLe'sdeposiiisecmitiesBixIliquidasseis.naaiBcie- 

ased  by  23D®.  for  an  aggegaeamoom  oras^dWBsandnnl- 

tion  French  Firane:  ■ sines. 

• its  ctien^e  under  maD^sn^hadimseased  by  5i(w  , 

• ihetrxtdofiC^liaiBfe”sloansli^droH^byl3;{y*.  . 

The  net  profit  for  the  *98  finaodal  year  amamed  to  S1.8  m3- 

li  on  French  Francs.  _ . 


At  (he  Ordinary  General  Mecnug 

1999  iheBoarf  will  therefore  propose  thedistribenon  of  a 10%  - 
di  vkfcai  namely.65 .0  roBkc  French  Fraas,  as.wd!  as  the  apr 


for  Telecom  Italia,  industry 
sources  said. 

They  also  believe  Telefon- 
ica could  become  a take-over 
target  and  appears  to  be 
mapping  out  a defensive 
strategy.  This  would  consist 
of  placing  some  of  its  key 
units  on  the  market,  while 
retaining  majority  conTrol, 
so  that  the  sum  of  its  parts 
will  multiply  group's  equity 
value  and  thereby  ward  off 
potential  raiders. 


Oesterreichische 
Invest!  tionskredit 
Aktiengesellschaft 

Issue  of  up  to 
USS40.000.000 
Subordinated  Collared 
Floating  Rate  Notes  Due 
2004  of  which 
USS20.000.000  is  being 
issued  as  the  Initial 
Tranche 

Notice  is  hereby  given  that  the 
notes  wsE  beer  inlet est  at  5 -25'*. 
per  2imuQ  Iram  II  March  1999 
to  13  September  1999.  Interest 
payable  on  L3  September  1999 
J will  amount  to  USS27. 13  per 
L5SI.OOO  note.  15S2712S  per 
I5SJ  aD!»a«e  aodl5S2.T  1 15C 
per  CSSHM-COI  note. 

GSobsl  Agency  aid  Trust  Services,  i 
Citibank  NA.  London 

II  March  IS® 

CfTTBANO'. 


The  decision  to  float  TPI  is 
understood  to  have  been 
fuelled  by  the  successful 
market  debut  of  Telecom 
Italia's  yellow  pages  unit. 
Seat. 

Its  market  capitalisation  of 
some  €39.5bn  has  raised  con- 
cerns that  it  is  vulnerable  to 
predators  in  the  industry. 
The  figure  contrasts  with 
Telefonica's  own  estimates 
that  the  group's  value  is 
closer  to  €65bn. 


Internationale 
Nederianden  Bank  N.V 

US5200.000.000 
Subordinated  collared 
floating  rate  Notes 
due  2002 

Notice  is  hereby  given  that 
for  die  interest  period  1 1 
March  1999  to  13  September 
1999  the  notes  will  carry  an 
interest  rats  of  5.125%  per 
annum.  Interest  payable  on  13 
September  1999  vril  amount 
m US$264.79  per  US$10,000 
note  and  US$661979  per 
US$250,000  note 


Global  Ageocy  and  Trust  Services. 
QtibanJc.  NA,  London 

II  March  1999 


cmm&\ 


Euros  each, 

• ,,  ,venue  de  la  Cosfe  »MC  98000  Monaco 


f NOTICE  TO  Tlffi  BO  W»«U3ERS  > 

US$67,000,000 

Lfte-On  Technology  Coiporation 

0.75  per  cent  Convertible  Bonds  ckie  2004 
‘Company’ and  the  •Bonds’ mpaettoety) 

Notice  of  Tha  Hrat  ConsoBduBon  Date  in  1SSB 
NOIk^SHH4EfeyaiVBIlo!toholdB»afihnixrfB»i^»v|Bnndffof 

the  Company  that  a msabng  t*  the  Board  of  Directors  wfll  be  held  on 
ihe  dti*  of  30  Much  1999.  In  this  meetmg,  a proposal  for  distributing 
eamjfgs  or  captefcag  capita)  reserves  to  stamhotfen  la  to  be 
approved  lor  aubmfcsion  to  the  annual  shartfiokJere'  meeting. 

In  teoeaduu  and  Conations  dl  the  Bonds,  ne  Baa 

Goneofidation  data  is  23  Mach,  lags. 

tiie-On  Technology  CaaoHifMi  - ' 

.Match  r>.  1999  j 


Danish  bank  and  insurer  merge 


By  dare  McCarthy 
n Copenhagen 

Consolidation  in  Nordic 
financial  services  took  a step 
forward  yesterday  as  Den- 
mark’s  third  largest  bank 
said  it  would  merge  with  the 
country’s  leading  non-life 
insurer. 

The  move  creates  the 
region's  seventh  biggest 
financial  services  group, 
with  a market  capitalisation 
of  DEr34bn  ($5bn). 

Unidanmark  and  the 
insurer  Tryg-Baltica  said 
they  would  unite  their 
operations  retroactively  to 
January  1.  1999  under  the 
name  Unidanmark  A/S. 


Tryg-Baitica  shareholders 
will  receive  three  Unidan- 
mark  shares  for  every  eight 
Tryg-Baltica  shares  held. 

Although  the  deal  is  being 
billed  as  a merger  of  equals 
and  there  will  be  a 50:50 
board  split.  Unidanmark 

dwarfs  its  new  partner  in 
terms  of  assets  and  earnings. 

The  banking  group  posted 
net  profits  of  DKr2.8bn  in 
1998,  while  the  insurer 
posted  DKr954m  net  profits. 
“The  new  entity  will  be  a 
leading  Nordic  bank  assurer 
and  will  be  very  well  posi- 
tioned for  continued  compe- 
tition and  consolidation  in 
Scandinavia,"  said  Robin 

Lowther,  managing  director, 


investment  banking  at  J.P. 
Morgan  in  London. 

The  deal  is  the  latest  in  a 
wave  iff  consolidation  which 
has  swept  Nordic  financial 
services,  and  the  partners 
stressed  that  yesterday's 
deal  did  not  signal  the  end  of 
the  consolidation  process. 

“I  wish  to  emphasise  that 
Unidanmark  is  interested  in 
participating  in  further  con- 
solidation in  the  Danish 
financial  sector  and  is  also 
open  to  participation  in  the 
ongoing  restructuring  of  the 
Nordic  financial  services 

market,”  said  Thorleif  Kra- 
rup,  Unidanmark' s chief 
executive. 

Analysts  said  that  prior  to 


the  deal,  Unidanmark  was 
widely  viewed  as  possibly 
the  Nordic  banking  group 
most  vulnerable  to  a take- 
over bid  by  an  outside  bank. 

Recent  restructuring  in 
the  Nordic  region  includes 
last  month's  announcement 
by  the  insurance  groups  Sto- 
rebrand of  Norway  and  Swe- 
den's Skandia  of  a plan  to 
merge  non-Ufe  operations. 

Unidanmark  A/S  will  be 
the  second  largest  financial 
services  company  in  Den- 
mark. with  45  per  cent  of  the 
population  as  customers. 

Unidanmark  closed  DKr23 
higher  at  DKr465  a share 
while  Tryg-Baltica  ended 
DKr2  ahead  at  DK/174. 


Prague  firms  up  sale  of  banks 


By  Robert  Anderson 

The  Czech  government 
yesterday  agreed  a firm 
timetable  for  the  privatisa- 
tion of  the  country's  two  big- 
gest banks  and  moved  to 
double  the  share  capital  of 
one  ahead  of  its  sell-off. 

The  Social  Democrat  cabi- 
net, which  was  initially  hesi- 
tant about  bank  privatisa- 
tion. decided  to  issue  a 
tender  at  the  end  of  next 
month  for  the  sale  of  its 
45  per  cent  stake  in  Ceska 
Sporitelna,  the  main  retail 
bank,  with  a view  to  receiv- 
ing final  bids  by  the  end  of 
October. 


The  process  for  the  sale  of 
the  state's  49  per  cent  stake 
in  Komercni  Bank,  the  coun- 
try's biggest,  would  begin  in 
June,  with  final  bids  expec- 
ted in  December. 

A shareholders'  meeting  of 
Ceska  Sporitelna  also  agreed 
yesterday  to  increase  the 
bank's  Kc7.6bn  ($220ml 
share  capital  by  between 
Kc5bn  and  Kc7.6bn  and 
made  extensive  board 
changes. 

Most  of  the  supervisory 
board  was  removed  and  four 
out  of  seven  members  of  the 
main  board  were  recalled, 
including  Jaroslav  Klapal. 
chairman  and  chief  execu- 


tive. Dusan  Baran,  an  exist- 
ing board  member,  was  cho- 
sen as  Mr  KJapal's 
replacement. 

The  move  follows  recent 
board  changes  at  other  state- 
owned  companies  by  the 
government  but  also  com- 
plies with  a condition  of  the 
European  Bank  for  Recon- 
struction and  Development 
(EBRD/  for  participating  in 
the  equity  increase. 

The  EBRD,  which  bought 
11.8  per  cent  of  the  bank  last 
June  for  KriLSbn,  demanded 
to  see  board  changes  leading 
to  the  appointment  of  man- 
agers with  international 
banking  experience,  a clear 


privatisation  timetable  and 
to  check  its  financial  state 
before  it  would  participate. 
• BNP,  the  French  bank, 
said  yesterday  it  was  pulling 
out  of  the  tender  to  buy  the 
state's  66  per  cent  stake  in 
Ceskoslovenska  Obchodni 
Banka,  the  country's  fourth 
largest  bank.  BNP  said  it 
would  concentrate  on  its  bid 
for  Paribas  and  Soci£t£  Gen- 
eraie  in  France.  Us  with- 
drawal leaves  Deutsche 
Bank  and  Bayerische 
HypoVereinsbank  of  Ger 
many  and  KBC  of  Belgium 
in  the  tender,  for  which  final 
bids  are  expected  next 
month. 
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CIGARETTES  SHARE  PRICE  HIT  AS  ANALYSTS  GIVE  MIXED  RESPONSE  TO  PURCHASE  OF  RJR  NABISCO  DIVISION 

RJR  buy  depresses  Japan  Tobacco 


By  Alexandra  Nosbaun 
In  Tokyo 

Shares  In  Japan  Tobacco  fell 
4.76  per  cent  yesterday  after 
some  investors  were  startled 
by  the  company's  announce- 
ment that  it  would  buy  the 
international  tobacco  busi- 
ness of  RJR  Nabisco,  the  US 
food  and  tobacco  group. 

The  acquisition  is  thought 
to  be  the  largest  made  by  a 
Japanese  company  in  foreign 
markets,  although  precise 
comparisons  are  difficult 
because  of  exchange  rate 
volatility. 

Japan  Tobacco  said  it 
would  pay  S7.83bn  in  cash 
and  Saoom  in  debt  to  acquire 
the  rights  to  cigarette 
brands  such  as  Camel.  Win- 
ston and  Salem.  In  1990,  Mat- 
sushita Electric  paid  $6.1  bn 
for  MCA. 

Some  analysts  interpreted 
the  drop  in  share  price  as  a 
sign  that  Japan  Tobacco  bad 
overpaid. 

However,  others  argued 
that  even  though  the  price 
was  high,  the  deal  made 
sense  for  Japan  Tobacco 


from  a financial  and  strate- 
gic perspective. 

The  stock,  which  has  out- 
performed the  Topix  index 
since  late  1997.  closed  down 
Y50.000  at  Ylm. 

“In  terms  of  brand  equity 
and  costs,  the  purchase  rep- 
resents a rational  decision 
for  the  company,  although 
JT  faces  a premium  for  buy- 
ing a company  unit  the  size 
ol  RJR,"  said  Yuji  Fujimori, 
analyst  at  Goldman  Sachs. 

“The  deal  is  value-creating 
for  Japan  Tobacco.  They 
have  no  debt,  so  their 
weighted  average  cost  of 
capital  is  high.  By  gearing 
up,  they  can  lower  their  cost 
of  capital  and  expand  net 
returns,”  said  William  Gal- 
lagher. head  of  research  at 
Schraders  Japan. 

Japan  Tobacco  said  its 
strategy  was  to  find  syner- 
gies with  RJR’s  marketing 
and  distribution  arms. 

However.  analysts 
expressed  concern  over 
Japan  Tobacco's  ability  to 
effectively  manage  the  com- 
bined entity. 

“Japan  Tobacco  is  a 
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domestic  company,  and  the 
managers  are  Japanese," 
said  Mr  Gallagher.  “But  It 
will  become  one  or  the  top 
three  global  companies  and 
will  have  to  compete  with 
companies  that  have  a global 
vision.  Can  they  learn  the 
global  game  from  the  guys  at 
RJR?" 

The  concern  partly  reflects 
the  dismal  record  that  many 
Japanese  companies  have 
had  In  their  past  US  acquisi- 
tions, particularly  high-pro- 


**  * 


Japanese  smokers:  The  domestic  market  Is  weak 


file  deals  concluded  during 
the  1980s,  when  Japanese 
companies  were  scrambling 
to  build  global  empires. 

However,  analysts  argue 
that  these  acquisitions  were 
largely  considered  trophy 
assets,  and  were  not  driven 
by  domestic  strategic  needs. 

By  contrast,  Japan.  Tobac- 
co's acquisition  of  RJR’s 
tobacco  business  has  been 
triggered  partly  by  the  weak 
domestic  market,  which  is 
weighed  down  by  Japan's 


worst  recession  in  post-war 
history. 

Japan  Tobacco  is  two- 
thirds  government-owned 
and  controls  roughly  SO  per 
cent  of  the  domestic  tobacco 
market  with  its  top-selling 
brand.  Mild  Seven.  World- 
wide, the  company  ranks 
fourth,  says  Mr  Fujimori. 

The  company  will  have 
estimated  sales  of  Y3,760bn 
($31hn)  and  net  profit  of 
Y65bn  for  the  year  ending 
March  1999. 


Mandarin  hotels 
pushed  into  red 


Dairy  Farm  bucks  trend 
with  38%  earnings  rise 


By  Louise  Lucas 

Asia's  economic,  currency 
and  political  upheavals  last 
year  took  their  toll  on  Man- 
darin Oriental  International, 
the  hotels  arm  of  the  Jardine 
group,  pushing  it  into  the 
red  far  the  first  time.  The 
group  reported  a loss  of 
US$4 .3m.  compared  with  a 
net  profit  in  1997  of  S45.7m. 

Underlining  directors' 
bearishness,  the  dividend  is 
again  being  cut.  The  total 
annual  dividend  of  1 .35  cents 
is  61  per  cent  below  the  1997 
payout,  reflecting  the  net 
loss,  the  group's  existing  and 
anticipated  capital  commit- 
ments, and  the  continuing 
depressed  state  of  Asia’s 
hotel  industry. 

Profits  were  hit  by  declin- 
ing tourism  and  business 
travel,  as  well  as  provisions 
made  for  the  devaluation  of 
certain  properties.  The 


group  wrote  off  non-recur- 
ring items  of  $23. 8m  com- 
' pared  with  $9 An  in  1997. 

Simon  Keswick,  chairman, 
warned  that  little  improve- 
ment in  travel  and  tourism 
around  Asia  - home  to  most 
of  the  group’s  luxury  hotels 

- was  expected  this  year. 
Other  hoteliers  have 
expressed  similar  senti- 
ments. 

Both  the  group's  Hong 
Kong  hotels  made  signifi- 
cantly reduced  contributions 

- trading  profits  from  Hong 
Kong  and  Macau  halved  last 
year  - and  weak  currencies 
in  the  Philippines  and  Indon- 
esia were  blamed  for  declin- 1 
ing  performances  there.  i 

Earnings  per  share  last  | 
year  fell  from  doi  cents  to  a 
loss  of  0.61  cents.  Excluding 
non-recurring  items,  earn- 
ings per  share  fell  65  per 
cent,  from  7.81  cents  to  2.77 
cents. 


By  Louise  Lucas 

Dairy  Farm  proved  a rare 
bright  spot  for  the  Jardine 
group  In  Hong  Kong’s  bleak 
reporting  season.  The  inter- 
national retailing  arm  yes- 
terday reported  a 38  per  cent 
rise  in  net  earnings,  from 
US$1 12.4m  In  1997  to  $155m 
last  year. 

The  results  were  boosted 
by  $i2.4m  worth  of  excep- 
tionals:  principally  a $109 3m 
profit  on  the  sale  of  Simago, 
its  Spanish  supermarket 
chain,  and  its  stake  in  Kvrik- 
Save  of  the  UK;  offset  by 
write-downs  in  Indonesia 
and  property  devaluations. 
The  company  also  managed 
to  increase  profits  at  the 
operating  level,  from  $1 18.4m 
to  $1513m. 

The  results  suggest  that 
management's  latest  strate- 
gic efforts  to  turn  round  the 
once  ailing  company  are  tak- 


ing effect.  Ronald  Floto, 
group  chief  executive,  said 
the  repositioning  has  trans- 
formed Dairy  Farm  from  a 
retail  holding  company  to  a 
decentralised  retail  operat- 
ing company. 

“The  business  simplifica- 
tion, clarity  of  focus  and 
sharing  of  upgraded  group 
resources  have  been  impor- 
tant elements  in  our  ability 
to  achieve  earnings  improve- 
ments during  the  difficult 
economic  circumstances  of 
1998."  he  said- 

Although  retail  spending 
fell  sharply  in  Hong  Kong 
last  year,  supermarkets  were 
least  affected.  In  Australia 
and  New  Zealand  there  were 
modest  sales  increases  at 
Dairy  Farm's  stablemates, 
but  these  were  more  than 
offset  by  exchange  rate 
movements. 

Profitability  increased  at 
Wellcome,  the  Hong  Kong 


supermarket  chain,  and 
Mannings,  the  pharmacies. 
Franklins,  the  Australian 
supermarket,  continued  its 
recovery,  lifted  by  the  move 
towards  fresh  foods  and  effi- 
ciency initiatives.  Franklins 
almost  trebled  its  operating 
profit  from  AS2im  in  1997  to 
AS63m  (USS40m). 

But  this  year  brings  more 
challenges,  including  the 
threat  of  deflation  and 
increased  competition.  Mr 
Floto  predicts  operating 
losses  as  high  as  SlOm  in 
Taiwan,  and  its  Chinese 
operation  is  still  loss-mak- 
ing. 

Basic  earnings  per  share 
rose  35  per  cent,  from  636 
cents  to  8.46  cents.  Exclu- 
ding discontinued  activities 
and  exceptional  items,  basic 
earnings  per  share  rose  9 per 
cent  from  736  cents  to  739 
cents.  The  total  annual  divi- 
dend is  to  be  kept  at  6 cents. 


MoDo  Annual  General  Meeting 


Shareholders  in  Mo  ocb  Domsjo  AB  (pnbl)  are  hereby  notified  that 
the  Annual  General  Meeting  will  be  held  at  Grand  Hotel 
(Vmtertradgdrtiea,  entrance  from  Stailgatan),  Stockholm, 

Sweden  at  4.00  pm.  on  Thursday,  March  25, 1999. 


Participation  in  Annual  General  Meeting 


Shareholders  who  wish  to  participate  in  the  Annual  General 
Meeting  shall  be  entered  in  the  register  of  shareholders  main- 
tained by  Vardepapperscentralen  VPC  AB  by  no  later  than 
Monday,  March  15, 1999  and  shall  notify  the  company  by  no 
later  than  5.00  p.m.  on  Monday,  March  22, 1999  at : 

Mo  och  Domsjo  AB 

Group  Legal  Affairs 

SB-891 80  (jmskoldsvik,  Sweden 

Notification  may  also  be  made  by  telephone: 

+ 46  660  751  41 , +468  66621  11 
or  by  fax  +46  660  759  78. 

Shareholders  whose  shares  are  registered  in  a nominee  name, 
should  temporarily  re-register  their  shares  in  their  own  name 
with  VPC  by  no  later  than  Monday,  March  15, 1999.  This  means 
that  shareholders  must  notify  their  manager  of  their  wishes  in 
tins  respect  well  in  advance  of  this  date. 


1 Election  of  chairman  of  meeting 

2 Approval  of  voting  list 

3 Election  of  adjusters 

4 Question  of  whether  the  meeting  has  been  duly  convened 

5 Presentation  of  annual  report  and  consolidated  financial 
statements  and  report  of  the  auditors  on  the  parent  company 
and  consolidated  financial  statements 

6 Questions  arising  from  the  reports  presented  in  item  5 

7 Adoption  of  parent  company  and  consolidated  income 
statements  and  balance  sheets 

8 Treatment  of  unappropriated  earnings  as  stated  in  the 
adopted  balance  sheet 

9 Discharge  of  members  of  the  Board  and  the  president  from 
liability 

IQ  Decision  on  number  of  Board  members  and  deputy  members 
to  be  elected  by  the  Annual  General  Meeting 

11  Decision  on  fees  to  be  paid  to  the  Board  and  the  auditors 

12  Election  of  Board 

13  Decision  on  appointment  of  audit  company  or  auditors  and 
deputy  auditors  and  election  thereof 

14  Board’s  proposal  for  amendment  to  the  company's  articles  of 
association 

15  Any  other  business 

16  Close  of  meeting 


Amendment  to  company's  articles  of  association 


The  Board  proposes  to  the  Annual  General  Meeting  pursuant  to 
item  14  on  the  agenda  that  the  company's  articles  of  association 
be  amended  as  follows: 

- The  appointment  of  the  auditors  shall  apply  until  the  end  of 
the  Annual  General  Meeting  held  during  the  fourth  financial 
year  following  their  election; 


Notice  convening  the  Annual  General  Meeting  shall  be  given 
by  means  of  announcements  in  Post-  och  Iorikes  Tidningar 
and  in  a Swedish  daily  newspaper  with  a national  circulation. 
Notice  of  Animal  General  Meetings  and  Extraordinary 
General  Meetings  at  which  amendments  to  die  company's 
articles  of  association  are  to  be  considered  shall  be  given  no 
earlier  than  six  weeks  and  no  later  than  four  weeks  before  the 
said  Meeting.  Notice  convening  any  other  Extraordinary 
General  Meeting  shall  be  given  no  earlier  than  six  weeks  and 
no  later  than  two  weeks  before  the  said  Meeting; 

Notice  of  intent  to  participate  in  General  Meetings  of  the 
company  shall  be  given  by  shareholders  and  their  representa- 
tives (proxies)  no  later  than  five  weekdays  before  the  Meetings; 

Hie  agenda  for  the  Annual  General  Meeting  shall  be  comple- 
mented with  an  item  concerning  approval  of  the  agenda. 


Proposals  requiring  a decision 


Shareholders  who  combined  represent  more  than  72  per  cent  of 
the  votes  in  the  company  have  given  notice  that  they  wifi 
support  the  following  proposals  to  the  Meeting. 


Item  10  Seven  members  and  no  deputy  member 

Item  11  It  is  proposed  to  pay  an  unchanged  fee  of  SKr 

1,050,000  to  fbe  Board  to  be  distributed  by  file  Board 
among  tbe  members  elected  by  the  Annual  General 
Meeting  who  are  not  employed  in  the  company. 

Compensation  to  tbe  auditors  shall  be  paid  on  the  baas  of 

invoices  raised. 

Item  12  It  is  proposed  that  the  following  persons  be  elected  to 
the  Board  (all  re-elections):  Fredrik  Lcmdberg,  Carl 
Kempe,  Hans  Larsson,  Arne  M&rtenssoo,  Bengt 
Pettersson,  Per  Wetin  and  Christor  Zetterberg. 

Item  13  KPMG  Bohlins  AB,  authorised  public  accountants 


Dividend 


The  Board  has  proposed  that  an  ordinary  dividend  of  SKr  10 
per  share  be  paid,  and  that  an  extra  dividend  of  SKr  35  also  be 
paid.  Tbe  Board  has  proposed  Tuesday,  March  30, 1999  as  the 
date  of  record  for  the  register  of  shareholders  and  the  special  list 
of  pledgees,  etc.  maintained  by  VPC.  Provided  the  Annual 
General  Meeting  resolves  in  accordance  with  tins  proposal,  k is 
expected  that  the  dividend,  totalling  SKr  45  pa*  share,  wifi  be 
distributed  by  VPC  on  Thursday,  April  8, 1999  to  those  persons 
who  are  listed  in  the  register  of  shareholders  or  the  special  list 
cm  tbe  date  of  record. 

Shareholders  are  requested  to  inform  their  account  operator  of 
any  changes  of  name  or  address. 


Stockholm,  March  1999 

Board  of  Directors 


Hongkong 
Land  sees 
no  sign  of 
recovery 

By  Louise  Lucas  to  Kong  Kong 

Hongkong  Land,  one  of  the 
territory's  biggest  landlords, 
yesterday  reported  a 68  per 
centdrap  in  net  profits  and 
warned  that  the  gloom  over 
the  property  sector  is 
unlikely  to  lift  soon. 

“We  do  not  see  any  early 
prospect  of  recovery  In  the 
Hong  Kong  commercial 
property  market,”  said 
Shoon  Keswick,  chairman. 

Net  profits  fell  from 
US$3ffi.4m  in  1997  to  5125.6m 
last  year  after  the  company 
made  4247.6m  worth  of  provi- 
sions against  its  properties 
and  other  assets. 

The  slump  was  in  line 
with  market  expectations,  \ 
Hongkong  Land's  results 
come  amid  a corporate  ; 
reporting  season  which  has  ! 
been  marked  by  big  provi-  1 
sions  tumbling  earnings, 
j and  the  devaluation  on  Its 
own  portfolio  reflects  the  tell 
in  property  values. 

The  annual  valuation  of 
the  group's  investment  prop- 
erties, conducted  by  indepen- 
dent valuers  at  the  end  of 
last  year,  produced  an 
amvoal  net  valuation  deficit 
of  S3.47bn.  Mainly  due  to 
this,  shareholders'  funds  at 
the  year-end  slumped  44  per 
cent,  from  S&S3bn  to  S4-9Zbn. 

Hong  Kong  property  prices 
have  more  than  halved  from 
the  peaks  in  September  1997, 
and  the  impact  on  commer- 
cial bull  dings  - where  rents 
are  typically  set  for  three 
years  - will  continue  into 
next  year. 

Exacerbating  the  pressure 
on  office  and  retail  rents  is 
new  supply,  with  many  new- 
comers offering  hefty  rent- 
free  periods,  in  addition  to 
attractive  rents,  in  a bid  to 
lure  tenants. 

Hongkong  Land  is 
responding  by  upgrading 
and  redeveloping  some  of  its 
older  buildings,  and  di  versi- 
fying its  portfolio  to  infra- 
structure and  property  in 
other  parts  of  Asia. 

Geoffrey  Palmer,  property 
analyst  at  CSFB,  is  forecast- 
ing a fall  in  profits  of  21  per 
cent,  after  shipping  oat  last 
year's  provisions,  to  S289.7m. 
This  represents  a rise  of 
141  per  cent  on  last  year’s 
net  namings. 

Earnings  per  share  last 
year  fell  67  per  cent,  from 
15-02  cents  to  AST  cents; 
stripping  out  exceptionals. 
earnings  dipped  6 per  cent, 
from  15.60  cents  to  14.64 
cents.  Shareholders  are  to 
receive  a 9 cent  dividend,  25 
per  cent  less  than  last  year. 


NEWS  DIGEST ■ ■ . 

CELLULAR  PHOMES ■ ■'  : ' ■ : 

Nissan  Motor  reviews  its 
TU-KA  capital  links 

Nissan  Motor  is  reviewing  its  capital  affffiations  writfi  a 
group  of  nine  TU-KA  cellular  phone  operators,  as  part  of 
Is  plan  to  cut  its  liabilities  and  rehabilitate  its  core  car- 
making  operations,  Nissan  sakJ  on  Wednesday.  - 
Nissan  may  consider  selling  off  its  sharehokfmgs  m 
these  TU-tKA  group  companies,  the  sources  said.  Among 
the  nine.  Nissan  Motor  has  a 27  per  oar* ' equity  stake* 
TU-KA  CeBular  Tokyo  Inc  and  TU-KA  Cellular  Tokai.  The 
cellular  phone  company  DDI  has  states  of  the  same  size 
in  the  two  companies.  • 

Nissan  Motor  is  the  biggest  shareholder  m almost  all  the 
remaining  seven  TU-KA  group  companies; 

Nissan  Motor  has  been  pressing  ahead  with  a gantp 
reduce  sharply  its  interest-bearing  liabilities  by  YlJOOObn 
CS833bn)  skioe  the  spring  of  1990.  Should  Nissan  sell  off 
an  its  shareholdings  in  TU-KA  group  companies.fr-would 
be  able  to  pocket  proceeds  worth  several"  tens  of  billions 
of  yen",  a securities  company  analyst  sakt 
Carmakers  have  kept  a presence  in  the  ceHular  phone 
business  because  of  its  direct  bearing  on  the  “Intelligent 
Transport  System"  (ITS),  a next-generation  telecomnuini- 
caikxis  system  to  improve  safety  in  driving. 

Nissan’s  arch-rival,  Toyota,  Is  the  top  shareholder  In  hSp- 
pon  Idou  Tsushin.  another  big  cellular  phone  operator. 

Last  December,  Nissan  set  up  a company  to  devise-  - 
strategies  for  next-generation  cellular  phone  services  in 
conjunction  with  Japan  Telecom.  Kyodo,  Tokyo  ' 

SOUTH  KOREA  

DHI  transfers  vehicle  unit 

Daewoo  Heavy  Industries  (DHI)  is  to  transfer  its  vehicle'' 
division  to  Its  sister  subsidiary,  Daewoo  Motor,  South 
Korea’s  second  largest  carmaker.. 

DHI.  Korea's  second  biggest  shipbuilder,  began  vehicle 
production  in  the  early  1990s  to  counter  a decline  in  ship 
orders,  that  have  since  recovered. 

DHI  said  ft  was  taking  the  action  to  focus  on  its  core 
shipbuilding  business  and  improve  productivity.  DHI 
makes  commercial  vehicles,  buses  and  the  popular  Mate 
sub-compact  car. 

Meanwhile,  Daewoo  Corporation,  the  parent  company 
for  the  Daewoo  group,  reported  a 64  per  cent  jump  in 
1998  net  profits  to  Won883bn  ($71  m).  largely  because  of 
robust  sales  of  the  Matiz  in  overseas  markets.  Sales  rose 
by  54  per  cent  to  Won36,890bh.  The  higher  profits  also 
reflected  foreign  exchange  gains  on  exports  as  the  Korean 
currency  dropped  against  the  US  dollar  last  year.  .. 

John  Burton,  Seoul 

CHINA  TELECOM 


«9 


Internet  customers  ‘to  double’ 

China  Telecom,  the  telecommunications  company,  said 
yesterday  it  expected  to  double  its  internet  customers  to 
3m  by  the  end  of  this  year. 

"We  expect  the  number  of  our  internet  users  to  be  dou- 
ble from  that  in  1998  to  about  3m  by  the  end  of  1999," 
said  Yin  Yiping.  director  of  the  data  communications 
bureau  of  China  Telecom. 

He  said  China  Telecom  had  400.000  kitemet  customers 
in  China  at  the  end  of  1997.  The  number  grew  to  1.5m  at 
the  end  of  1998. 

China  had  about  2.1m  internet  users  in  total  at  the  end 
of  1998,  Mr  Yin  added. 

He  said  the  number  of  internet  users  woufd  grow  rapidly 
after  the  launch  of  Microsoft’s  Venus  project,  which  aims 
to  bring  low-cost  internet  access  to  China. 

“We  expect  the  number  of  internet  users  will  increase 
very  quickly,  but  it  will  depend  on  when  it  (Venus  project] 
will  be  launched,"  Mr  Yin  added.  Reuters,  Sftenzen  - = - 


pc  Fondul  Proprietatii  de  Stat 

• Sr  Advertisement  for  share  sale  by  direct  negotiation 

STATE  OWNERSHIP  FUND,  DIVISION  DIRECT  SALES  IN  MACHINE  BUILDING,  located  in 
Bucharest  6 Stavropoteos  street,  sector  3,  sefls  by  DIRECT  NEGOTIATION,  according  to  Emergency 
Governmental  Ordinance  no.  88 / 1997  approved  by  the  Law  no.44/ 1998  and  the  Governmental 
Decision  no.361/ 1998. 58.81%  of  toe  share  stake  of  SANT1ERUL  NAVAL  SA  located  in  Constanta,  1 
Harbour  Precincts.  Constanta  county,  fiscal  code  R 1879871.  registration  number  at  toe  Register  ol. 
Commerce  J 1 3/351 5/ 1 991,  haring: 

• Main  object  ot  activity:  construction,  repairing  and  trading  of  toe  maritime,  river  and  harbour 
vessals.  technical  assistance  and  service, 

• Share  equity  (accordsig  to  the  last  inscription  of  mentions  request  at  the  Register  of  Commerce) 
ROL  205314.025  thousands 

• Turnover  (as  per  1997  Balance  Sheet):  ROL  123335.635  thousands 

• Net  profit  (as  per  1997  Balance  sheet):  ROL  15.087.640  thousands 

• Shareholders  structure  as  per  31 .08 .1998: 


Albri 


SHAREHOLDERS 

SOF 

Financial  Investment  Company/ 

NUMBER  OF  SHARES 

% 

4,827,816 

58.81 

SIF  TRANSILVANIA 

471,605 

5.75 

Financial  Investment  Company/ 
SIF  MOLDOVA 

1,310,901 

15.97 

Shareholders  Association/  PAS 
Public  offer 

517,055 

448,000 

6.29 

5.46 

Free  of  charge  shares  transfer 
program  (natural  legal  persons) 
TOTAL 

633,184 

8£0&t561 

7.72 

100.00 

MoDo 


>■  Sale  offer  price  is  ROL  106,000/  share  and  the  amount  ol  the  share  stake  altered  to  sale  is 
ROL  511,749,000,000. 

The  PRESENTATION  FILE  of  toe  Company  may  be  procured  daffy  from  the  STATE  OWNERSHIP 
FUND  - DIVISION  PORTFOLIO  OFFERS,  telephone  04-01/  303.63.35, 303.63.47,  between  08"  and 
16”  hours,  tin  the  precedent  day  of  the  offers  submission,  indusiveljr 

The  sale  price  of  the  P RESENTATION  FILE  is  ROL  of  60,000.000  win  be  paid  into  the  account 
no-251 .1 00.980.900.224  opened  to  BRD  - SMB, 

The  PRESENTATION  FILE  wfll  be  defivered  upon  the  fallowing  documents: 

- copy  of  toe  payment  order  certifying  toe  payment  ol  the  PRESENTATION  FILE  price: 

- identity  card  or  passport  (if  case  of  Romanian/  foreign  natural  persons); 

- delegation  tram  the  bidder  company. 

The  compulsory  contf  tan  to  participate  to  the  negotiation  is  the  purchasing  of  the 
PRESENTATION  RLE. 

The  participation  guarantee  amounting  ROL  15,352.470,000  wffl  be  paid  into  account  no 
251 .100.980.900.313  opened  to  BRD  - SMB. 

Foreign  natural  of  legal  persons  win  pay  toe  PRESENTATION  FILE  and  the  participation  guarantee 
Into  account  of  convertible  currency  opened  to  BANCOR  EX,  no.  251.100.000.002.423.000.08.  in  USD. 
at  the  exchange  rata  communicated  by  the  National  Bank  of  Romania  at  toe  payment  day. 

In  order  to  partidpale  to  the  negotiation,  the  Bidder  will  submit  the  documents  provided  by  the 
Govemmenl  Decision  no. 55/ 1998.  mentioned  in  the  Section  C of  the  PRESENTATION  RLE  and  the 
Offer,  including  the  Business  Plan,  closed  In  sealed  envelopes,  at  the  address  mentioned  above - 
DIVISION  PORTFOLIO  OFFERS,  tin  toe  deadline  dale  15.04.1909, 10*  hours.  Otters  wBl  be  opened 
on  the  same  date.  12™  hours,  at  toe  DIVISION  DIRECT  SALES  IN  MACHINE  BUILDING,  in  the 
Bidders  presence. 

Foreign  natural  or  legal  persona  will  pay  the  sale-purchase  Contract  In  convertible  currency  at  tf» 
exchange  rate  communicated  by  the  National  Bank  of  Romania  at  the  signing  date  of  the  finalising 
protocol  of  the  DIRECT  NEGOTIATION. 

Bidders  may  order  a banking  guarantee  letter  issued  by  toe  Bank  where  they  have  their  main  account 
opened,  valid  for  1 80  calender  days  from  the  offer  submitted. 

Other  (nfoirration  regarding  the  Company  may  be  obtained  from  telephone  +401.312  4238, 
tax +401. 311. 30B4.  Mr  Victor  Vlad  Cazana. 

For  further  data  concerning  SOFs  offer,  see  on  site  INTERNET  of  SGF  at  the  address  www.saf.io. 
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COMPANIES  & FINANCE:  UK 

ON  PROFIT-TAKING  AND  DOUBTS  ON  OPERATING  PERFORMANCE  DESPITE  RESULTS  MEETING  EXPECTATIONS 

Pearson  achieves  earnings  growth  target 


COMMENT 


By  John  Gap  per 


earnings  growth  target,  and  bonus,  together  with  15  free  rising  international  circula-  US  by  the  year-end.  and  start  within  Pearson  in  sell* 


Weakness  in  the  inter  aD?ysU' profit  forecasis.  shares  to  mark  its  20  per 
— tuc  mier-  Pearson  said  — — * ■*-  -•  - — 


national  operations  of  Simon  . edrson.  sa,a  it  was  cent  growth  in  ui 

& Schuster,  the  US  pdursT  pleaseti  with  early  results  earnings  per  share.  cent  to  £J8m  after  restruct-  revenue  last  year  - more  less  happy  story  intemation- 

t iona I publisher  houeht  hv  ,5”°°  & Schuster.  Pre-tax  profits  for  1998  urine  costs.  than  any  other  UR  website,  ally".  He  said  Pearson  would 

Person  for  H6bn  late  last  “»  downturn  in  its  jumped  from  £l29m  to  £S29m  Marjorie  Scardino,  chief  It  was  determined  to  sue-  consider  a secondary  listing 

year,  was  partly  responsible  h ■ American  “id  Asian  tSl.Olbn).  The  fignres  executive,  said  it  would  be  ceed  with  its  joint  venture  on  the  New  York  Stock 

for  a dent  the  share  nrirp  nf  3110  a rise  in  the  included  a £2l2m  provision  “hard  to  draw  any  conclu-  German  language  business  Exchange  later  this  year, 

the  UK  media  comoanv  v«  mtesratlon  charge  to  to  cover  the  sale  of  Mind-  sion  other  than  that  these  paper,  which  it  is  to  publish  This  would  give  It  greater 

terday.  ' 530?m  rather  than  an  earlier  scape  In  1997.  and  a £2l5m  were  outstanding  results”  with  Gruner  + Jahr,  the  Ger-  flexibility  to  reward  US- 

Shares  in  Pearson  felt  « es^fiate  of  827010 - profit  on  the  sale  of  busi-  but  acknowledged  the  shares  man  publishing  company,  based  staff,  who  now  com- 


its  20  per  tion.  but  operating  profits  at  FT.com,  its  internet  site,  had  ing  its  education  titles  in  the 
underlying  Penguin  Books  fell  17  per  drawn  £2m  in  advertising  US.  but  there  had  been  “a 


cent  to  £-J8m  after  restruct-  revenue  last  year  - more  less  happy  story  intemation- 


terday.  ' ' J 

Shares  in  Pearson  fell  6 


estimate  of  S270m. 


Eii  rtf  arson  fell  fi  Thp  , . f — — — — — - — - — — • — ^ ••  • — ° — — i 

per  cent  on  nrofit-takin®  3 >•  Lne  wmch  Pub-  nesses,  including  Tussauds,  were  highly  rated  on  expec-  “We  will  invest  as  much  as  prise  half  the  total,  with 

doubts  about  thp  eroun-*  theJ  Times,  in  1998.  tations  of  future  growth.  we  need  to  make  it  work".  equity. 

Operational  -F*uV.._u  WUJ.  sf*?D“  giving  The  Financial  Times  She  said  the  FT  would  John  Makinson.  finance  Turnover  rose  4 per  cent 


operational  results:  *Tthr„,<,u  . giving  ine  Financial  Times  sne  said  toe  FT  would  jonn  Makinson.  finance  Turnover  rose  4 percent 

it  met  both  a dauhieriiri*  eac  , of  Its  13  000  eligible  raised  operating  profits  20  reach  its  target  of  selling  director,  said  Simon  & to  £2.4bn.  The  shares  dosed 

e employees  a 3 per  cent  per  cent  to  £42m  because  of  100,000  copies  a day  in  the  Schuster  had  made  a strong  85p  down  at  £13-17. 

Graphics  Aggregate  Industries  advances  68% 

• . ^ By  Charles  PretzUk 

joins  race  Aggregate  Industries,  the 

r*  -»T  7 building  materials  group 

Or  whose  planned  £l.8bn 

^ 1 v V ClvL  (S2-{ibn>  mereer  with  rival 


By  David  BladoveU 


Applied  Graphics  Tech- 
nologies of  the  US  yesterday 
became  the  third  bidder  for 
Wace,  the  digital  imaging 
group,  with  a £S7m  ($92mi 
offer  for  the  ordinary  shares. 

The  offer  from  the  Nasdaq- 
listed  group  - equivalent  to 
72p  a share  - represents  a 
small  premium  to  the  70p  a 
share  offered  by  Schawfe. 
another  US  digital  imaging 
company.  Scbawk  emerged 
in  January  as  a white  knight 
when  Wace  was  under  siege 
from  Photobition.  its  UK 
rival.  The  shares  closed 
unchanged  at  74  lip. 

Wace  said  AGT  had  not 
made  an  offer  for  the  prefer- 
ence shares,  and  was  seek- 
ing clarification.  Both 
Schawk  and  Photobition 
made  offers  worth  £39 Jim  for 
the  preference  shares. 

Huntington  Partners  of 
the  US.  which  has  20  per 
cent  of  Wace.  will  seek  fur- 
tier  details  from  AGT  over 
the  preference  shares.  But 
Blane  Reike.  a Huntington 
hind  manager,  said  the  3 per  i 
rent  increase  over  Schawk's 
offer  for  the  ordinaries  was  i 
“far  below  what  we  think 
the  group  is  worth". 

Observers  suggested  AGT 
was  testing  the  water.  One 
said  there  was  a danger  the 
two  bidders  could  end  up 
“fighting  over  something 
that  is  already  overpriced",  j 

AGT.  advised  by  Lazard  ■ 
Brothers,  said  it  was  consid- 
ering making  additional  pro- 
posals in  relation  to  the  pref- 
erence shares.  These  could 
involve  the  issue  of  AGT 
loan  notes  along  similar 
lines  to  the  Schawk  offer. 


By  Charles  PretzUk 

Aggregate  Industries,  the 
building  materials  group 
whose  planned  n.8bn 
<S2.9bn)  merger  with  rival 
Tarmac  foundered  in 
December.  yesterday 
reported  a 68  per  cent  jump 
in  1998  profits. 

Pre-tax  profits  rose  from 
£45. 4m  to  £76.1m  last  year, 
the  first  full  year  of  figures 
since  the  merger  of  Bardon 
and  Camas  which  gave  the 
group  its  current  shape  in 
May  1997. 

Turnover  rose  39  per  cent 
to  £833. 7m  (£600.?m ). 

Figures  for  1998  were 
flattered  by  only  a 
five-month  contribution 
from  Camas  in  the  1997 
result. 

On  a pro-forma  basis,  the 
total  operating  profit  rose  by 
31  per  cent  to  £l01.fim 
on  a 16  per  cent  increase  in 
sales. 

Peter  Tom.  chief 
executive,  said:  “We  had  a 
very  strong  finish  to  the 
year  and  that's  continued 
into  the  first  two  months  of 
this  year. 

"We  are  therefore  very 
confident  about  where  we 


Peter  Tom:  *we  are  very  confident  about  where  we  are  Beefy  to  be  in  the  first  six  months  of  this  year* 


are  likely  to  be  in  the  first 
six  months  of  this  year.” 

He  said  be  expects 
aggregate  prices  to  rise  by  6 
to  7 per  cent  ibis  year  amid 
flat  volumes. 

Last  year  volumes 
increased  3 per  cent  and 
prices  rose  7 per  cent. 


“For  the  UK.  we  feel  more 
confident  now  than  in 
November.”  Mr  Tom  said. 

He  said  there  bad  been  no 
further  talks  with  Tarmac 
and  “it  would  be  very 
difficult  for  talks  to  be 
revived.” 

The  company  is  proposing 


a final  dividend  of  1.26p 
<L2p).  lifting  the  total  5 per 
cent  to  2.1p. 

Earnings  per  share  rose 
from  2.9p  to  43p. 

Analysts  expect  pre-tax 
profits  this  year  of  about 
£88m.  They  said  Aggregate 
was  under  some  pressure  to 


BICC  considers  withdrawal  from  cables 


By  Michael  Peel 

BICC.  the  UK  engineering 
group  in  the  throes  of 
restructuring,  yesterday  sig- 
nalled that  it  might  consider 
leaving  the  highly  competi- 
tive world  cables  marks:. 

The  group,  which  ills 
underperformed  the  szoc'i 
market  by  almost  90  per  cent 
in  the  past  five  years,  said  i: 
would  focus  on  developing 
its  railway  engineering,  proj- 
ect finance  and  asset  man- 
agement operations. 


BICC'5  cables  division, 
which  has  annual  sales  of 
£ljbn  'S2.43E1.  has  suffered 
for  a number  of  years  from 
overcapacity  among  manu- 
facturers is  the  sector. 
Demand  has  faileu  away  as 
ncter.tisl  customers  have 
c:z:e  under  pressure  from 
deregu'.a:icn.  privatisation 
and  cuts  in  government 
spending. 

Alan  Jones,  chief  execu- 
tive. said  the  group  was  still 
finding  cables  markets  tough 
despite  signs  of  an  upturn  as 


the  sector  consolidated.  He 
refused  to  rule  out  a disposal 
of  the  division,  saying  the 
group  would  almost  cer- 
tainly undertake  “some  form 
of  rearrangement”  of  the 
businesses  over  the  next  five 
to  10  years. 

Mr  Jones  said  railway 
engineering,  project  finance 
and  asset  management 
operations  offered  the  best 
growth  prospects.  They 
account  for  about  two-thirds 
of  the  engineering,  mainte- 
nance and  construction  divi- 


sion's sales  of  £2.2bn. 

His  comments  came  as  be 
revealed  that  the  group  was 
hit  last  year  by  £l64m  of 
exceptional  costs  relating  to 
the  cables  division.  The 
charges  pushed  the  company 
into  a pre-tax  loss  of  SP4m. 
on  sales  down  ll  per  cent  at 
£3.67bn. 

The  exceptional  charges 
consisted  of  restructuring 
costs  of  £25m.  losses  and  pro- 
visions on  disposals  of  £33m 
and  a £l06m  asset  write- 
down. Pre-exceptional  oper- 


Strong  pound 
hits  Albright 


Euromoney  may  float  in  US 


By  Lucy  Smy 


Albright  & Wilson,  the  UK 
chemicals  company,  yester- 
day confirmed  the  weak 
trading  that  turned  it  into  a 
bid  target  as  it  reported  a 13 
per  cent  drop  in  annual  oper- 
ating profits. 

The  company  said  the 
strength  of  sterling  and  the 
devaluation  of  Asian  curren- 
cies had  knocked  £7m 
<31 1.3m  J Mf  its  profits  on 
translation,  and  lost  exports 
to  Asia  as  a result  of  cur- 
rency effects  cut  a further 
£6ra  from  the  bottom  line. 

Albright’s  management, 
which  this  week  recom- 
mended a £4Q8m  bid  - worth 
130p  a share  - from  Albe- 
marle. the  US  chemicals 
group,  said  the  tough  trad- 
ing conditions  of  last  year 
would  continue  into  the  first 
half  of  1999. 

The  group  has  also 
attracted  the  attention  of 
Rhodia.  the  French  chemi- 
cals group,  which  is  expec- 
ted to  decide  whether  to  bid 
bv  the  end  of  the  week. 

In  the  year  to  December 


31.  operating  profit  on 
Albright  s UK  operations  - 
30  per  cent  of  its  business  - 
fell  by  more  than  half  from 
£24. 6m  to  £11.6m  as  ihe 
strength  of  sterling  cut  sales 
of  Albright's  surfactants  and 
phosphates. 

As  an  example.  Paul 
Rocheleau.  chief  executive, 
cited  the  decision  of  Procter 
& Gamble  to  relocate  one  of 
its  haircare  product  factories 
to  France  and  source  its  sur- 
factants - wetting  and  foam- 
ing agents  - locally.  The 
haircare  industry  is  one  of 
the  biggest  customers  for 
surfactants. 

Operating  profit  grew  how- 
ever. in  continental  Europe 
to  £1-L4m  (£12.5nfi  and  in  the 
Americas  from  £21.4m  to 
£26.lm.  while  the  Asia-based 
operations  had  fallen  only 
slightly  from  £9 -9m  to  £7.6m. 

In  spite  of  a rise  in  turn- 
over to  £814.9m  (£784 -9mt 
operating  profit  fell  from 
£6S.4m  to  £59. 7m.  Pre-tax 
profit  of  £48 .Sm  compared 
with  £31. 7m,  after  an  excep- 
tional charge  in  1987  of 
£2S.9m. 


\ By  Cathy  Newman 

: Euromoney  Publications  is 
{ making  preliminary  plans 
< for  a stock  market  listing  in 
1 the  US.  a move  that  could 
■ see  Daily  Maii  6c  General 
: Trust,  its  biggest  s'nare- 
i holder,  dilute  its  stake. 

! Euromoney  executives 
j have  been  meeting  institu- 
tional shareholders  in  the 
US  in  the  past  few  weeks 
to  raise  the  financial 
i publisher's  profile  there. 


The  company  has  made 
substantial  North  American 
acquisitions  in  the  past  few 
years.  In  August  1997  it  paid 
S142m  to  buy  Institutional 
Investor,  the  US  financial 
magzudne.  In  January.  Euro- 
money raised  its  US  pres- 
ence by  buying  an  SO  per 
cent  stake  in  Internet  Securi- 
ties. which  pro  rides  informa- 
tion on  emerging  financial 
markets  via  the  internet. 

Padraic  Fallon,  chairman, 
said:  “When  you  have  a 


brand  name  as  powerful  as 
Institutional  Investor,  you'd 
be  maximising  shareholder 
returns  if  you  made  sure  the 
market  was  aware  of  how 
exposed  you  are  to  the  US. 
So  you’d  have  a flow  of 
information  which  would  be 
accompanied  by  a listing." 

That  could  result  in 
DMGT,  the  publisher  that 
owns  71  per  cent  of  Euro- 
money, selling  some  of  its 
stake  to  improve  the  liquid- 
ity of  the  shares. 


Cordiant  pledge  on  independence 


By  Richard  Tomkins 

Cordiant  Communications, 
the  advertising  group  that 
demerged  from  Saatchi  & 
Saatchi  at  the  end  of  1997. 
yesterday  sought  to  counter 
bid  speculation  by  vowing  to 
remain  independent. 

Michael  Bongey,  chief 
executive,  said  he  regarded 
it  as  part  of  his  job  “to  have 
chats  with  other  people”,  but 
Cordiant  was  not  involved  in 


RESULTS 


takeover  talks.  Unless  an 
offer  was  presented  that 
offered  "amazing  value",  he 
said  the  company  aimed  to 
get  on  with  increasing  share- 
holder returns  by  winning 
new  business  and  raising 
operating  margins. 

Cordiant,  parent  of  the 
Bates  Worldwide  agency,  has 
been  cited  as  a potential  tar- 
get for  several  companies, 
including  WPP  and  True 
North  Communi cations, 


Cordiant  yesterday 
reported  a 13  per  cent 
increase  in  pre-tax  profits  to 
£25.9m  (341.7m)  for  its  first 
year  as  an  independent 
entity.  The  increase  would 
have  been  20  per  cent  at  con- 
stant exchange  rates,  the 
company  said. 

Revenues  for  1998  fell  from 
£307.6m  to  £301 .8m,  but  rose 
5 per  cent  on  a constant  cur- 
rency basis.  Net  new  busi- 
ness more  than  doubled,  ris- 


ing from  $250m  to  $580m. 

In  the  UK,  profits  fell 
because  of  lumpy  profit  con- 
tributions from  HPdCM,  its 
special  events  subsidiary, 
and  the  loss  of  a large  client. 
But  US  profits  were  well 
ahead;  new  business 
included  work  for  British 
American  Tobacco  and 
Warner-Lambert. 

The  company  has  won 
$100m  of  new  business  in  the 
first  two  months  of  thin  year. 


Invitation  for  Pre-quallficaUon 
Vaxzikhe  Hydro  power  Cascade.  Georgia 
jjanagement  of  Rehabilitation  and  Opeiabnn 

„ varzikhe  Cascade  is  a tow-head  hydroelectric  plant,  buhl 
19S0-  consisting  of  four  identical  powerhouses  and 
frT  caoacftv  of  184  MW.  The  Ceoiglan  Government 

tntb  an  management  of  the  Varrikhe  cascade  is 

utility  rt-spoaW  rehabilitation  programme  baa  been 

KlW^fS  rfU*  tom*.  Govcrnmn* 

inwwte  t»  finance  the  rehabilitation  wi 

f-n-mtsio  [mites  companies  W pre^piaBfr  u>  bid  for 
s^ncrgo^cnera^'  d rehabilitation  process. 

JESTS!!!: 

rdeultm<gn  specification  and  management  of  the 

hmissions  must  be  submitted  in  a prescribed 
prr-quaUflc.vUwi/’ii  jggg  may  obiain  more 

format  on  or  beiore  *■*  

detail  from: — . -I 

r— Sahanergoffeneratsoa 

l Vetom  Street,  Tbilisi.  ' 

Tp1;  +895  32  S90  530  Fax:  *99o  32  9S9  S13 
littinrs:  Pope  Associates 

— «H-  ioaecaucasosjet _J 
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First  Choice/Kuoni 


siiKss:4-rT£.23: 

SneitoJ  into  the  marke*  late  — — 

on  Budget  day,  it  offers  the  275  j 

UK  tour  operator's  share-  ^so M 

holders  just  47  per  cent  of  foiil  _ I 

the  new  company,  smack  in  225 r«Mn^T 

line  with  their  relative  mar-  zqq (uxmt 

ket  values.  But  as  the  last  tfl/^ 

piece  of  the  consolidating  UK  W"~ 

market  likely  to  come  up  for  150  — — X. 1 

grabs.  First  Choice's  14  per  125  jUwV'y 
cent  market  share  should  iWp 

warrant  a scarcity  premium.  100  E- 1 

True.  First  Choice's  shares  ,997  98  gg 

have  already  enjoyed  a fair  sum»  tuastemmr 
run.  outperforming  the  mar- 
ket by  27  per  cent  in  the  last  year.  But  it  is  still  on  a sizeable 
price/earnings  discount  to  Airtours  and  Thomson. 

Combining  mass-to-mid  market  First  Cboice  with  the 
upmarket  Kuoni  will  create  few  synergies,  leaving  the  cosy 
deal  vulnerable  to  counter-offers.  That  said,  Germany's 
preussag  has  its  hands  full  rigbt  now  and  Thomson's  exist- 
ing 28  per  cent  market  share  would  stir  competition  watch- 
dogs. But  an  offer  from  the  nimble  Airtours  could  probably 
squeak  by  and  would  solve  First  Choice's  lack  of  retail 
distribution. 
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Chadwicks 

find  a merger  partner  but  its 
healthy  balance  sheet  and 
solid  business  should  help 
it. 

The  shares.  which 
yesterday  rose  4*/«p  to  77\p. 
trade  on  a forward  p/e  of  15. 
which  analysts  said  was 
deserved. 


Competition  policy 

Taking  the  politics  out  of  the  merger  process  is  welcome. 
But  until  we  have  more  detail  on  how  the  merger  regime 
will  change,  It  is  impossible  to  judge  bow  far  ministers 
really  will  go  in  airb rushing  themselves  out  of  the  picture. 
Doing  this  is  not  like  handing  over  control  of  interest  rates 
to  the  Bank  of  England.  Picking  an  inflation  target  looks 
easier  than  defining  a “competition-based  test”  to  guide  the 
authorities,  as  Stephen  Byers,  trade  and  industry  secretary, 
advocated  yesterday.  Defining  the  scope  of  this  test  is  itself 
an  intensely  political  act.  Such  a test  may  require  competi- 
tion authorities  to  balance  obvious  benchmarks  such  as 
market  shares,  against  far  slippier  notions  of  economic  “effi- 
ciency" which  may  be  used  to  justify  mergers. 

Then  there  is  the  small  matter  of  defining  issues  of  public 
interest  where  mergers  nil!  still  attract  ministerial  involve- 
ment. Intriguingly,  although  Mr  Byers  mentioned  defence  as 
one  such  area,  he  did  not  repeat  the  example  - given 
recently  - of  newspapers.  This  is  encouraging.  Media  merg- 
ers, such  as  British  Sky  Broadcasting’s  bid  for  Manchester 
United,  are  just  the  sort  of  deals  where  ministerial  involve- 
ment can  attract  accusations  of  conflicts  of  interest 

Bowthorpe  held 
to  8%  growth 


ating  profits  from  the  cables 
division  fell  from  £74m  to 
£19m  after  a plunge  is  the 
price  of  optical  fibres  and 
cables,  signalled  by  the 
group  in  October. 

Mr  Jones  said  the  group 
had  “done  all  the  right 
things"  to  improve  the  per- 
formance of  the  cables  divi- 
sion. It  had  reorganised  its 
European  businesses  and 
sold  its  telecommunications 
cables  and  optical  fibres 
interests  to  Coming,  the  US 
glass  manufacturer. 


By  Caroline  Daniel 


However.  Mr  Fallon  said 
that  a US  listing  would  prob- 
ably not  proceed  for  two 
years,  until  Euromonev 
started  to  "capture  the 
upswing  in  the  markets". 

The  group  has  been  hit  by 
the  economic  turbulence  in 
Asia,  particularly  its  Asia 
Money  title. 

Mr  Fallon  said  the  com- 
pany was  more  likely  to  list 
on  the  New  York  Stock 
Exchange  than  Nasdaq.  The 
London  listing  will  remain. 


Tough  markets  and  higher 
research  and  development 
spending  curbed  1998  profits 
growth  at  Bowthorpe.  the 
maker  of  specialist  elec- 
tronic devices. 

Announcing  an  8 per  cent 
increase  in  pre-tax  profits  to 
£92.  lm  (S148m>  Nicholas 
Brookes,  chief  executive, 
said:  “the  company  has  prog- 
ressed in  a difficult  year." 

As  it  warned  at  the 
interim  stage.  Asian  turbu- 
lence and  the  strong  pound 
held  back  profits  in  the  sec- 
ond half.  These  problems 
were  offset  by  strong  growth 
in  the  network  management 
division,  which  includes  tele- 
communications testing 
equipment.  Profits  here 
jumped  49  per  cent  to  £30-2rn 
on  turnover  of  Ei27.3m 
(£99. 7m;. 

The  division  should  be 
buoyed  this  year  by  the 


acquisition  of  the  industrial 
wireless  testing  business  of 
Wireless  Telecom  of  the  US. 

The  company  restated  its 
aim.  of  spending  about 
£l(ium-£l50in  on  a larger 
acquisition.  However,  it  said 
good  value  acquisitions  had 
been  hard  to  find.  Last  year 
Bowthorpe  spent  £26.Sm  on 
acquisitions. 

Instead.  Bowthorpe  has 
concentrated  on  boosting 
organic  growth  through 
R&D  spending  which  rose  18 
per  cent  to  £30.6m.  Capital 
expenditure  rose  65  per  cent 
to  £55 3m. 

Bowthorpe  remains 
focused  on  becoming  a 
global  business,  concentrat- 
ing on  five  areas.  It  is  mov- 
ing into  higher  margin,  fas- 
ter-growing businesses,  such 
as  aerospace  data  products, 
and  away  from  traditional 
ones  like  cable  management 

Turnover  was  £567.6ra 
<£540.6mi. 
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Notes  Due  2002 


in.-cresi  Pence.  Mai: ft  » :r5S  n.  £.t &■<•». j.  :???■  ii : 
Inieiest  Rare.  S.t-DtSS  p; 

Coupon  'JSC  12T  ■;?  \i“.l-  i ‘l  V,'. 

USD  75 E 5:  p-.i  J5u  10  V/J  ' lOt- 
USD  I -2  {,* r USC  tvo  :: 

Pavment  Daio-  f 

Frank  tun  Mam  Marcft  Trrr1 

COMMERZBANK  J ife 


PERSONAL 

PUBLIC  SPEAKING 
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CONTRACTS  & TENDERS 


BRAZILIAN  NAVAL  COMMISSION  IN  EUROPE-BNCE 
NOTICE  OF  PUBLIC  TENDER  NR  OOI/99-DAERM 
Nonet  is  hrreb}  jUAcn  ikn  ihe  BN'CE  ■'  mvmnir  manufacturers  « 
rcpnsencnh'es  to  submit  scaled  compdiUic  bid-,  m «der  iu  select  a 
that  mill  be  responsible  tor  "PREPARATION  OF  AF-1  AND  AF-IA 
iSKYKAWK  A-?KU  AND  TA-4KL'.  AIRCRAFT  FOR  HJOHl 
OPERATIONS  .AND PRESERVATION  MAINTENANCE:  EVALUATION ur 
ENGINES.  SPARE  PARTS.  SUPPORT  E«JL  IPMENT.  TEST  STANDS  AW 
ESTABLISHMENT  Of  THE  INITIAL  ALLOWANCE  UST. 

TECHNICAL  PERSONNEL  FOR  MAINTENANCE  OF  THE  aJRCKAM 
AND  PILOT  TRANSITION  FOR  THE  MODELS  .AF-1  AND  AM* 

ll  The  bid  procedure  padaee.  containrae  all  utoWMm  w ccta\ pjcjv bid-  >- 
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MANAGEMENT  & TECHNOLOGY 


TECHNOLOGY  WORTH  WATCHING 


Life  on  Mars  courtesy  of  a 21b  device 


A 2fb  device  that  wfll 
produce  pure  oxygen  on 
Mars  from  the  red  planet's 
predominantly  carbon 
dioxide  atmosphere  is 
being  bufit  by  researchers 
at  the  University  of 
Arizona,  Tucson,  and 
Nasa’s  Johnson  Space 
Center,  writes  Tom  Mead. 

The  oxygen  wQI  be  the 
first  material  for  human 
consumption  to  be 
produced  from 
extra-terrestrial  resources. 

Small  enough  to  fit  in  an 
ffin  x ®n  x 5ln  box,  the 
silver-domed  Oxygen 
Generating  Subsystem 
(OGS)  win  be  carried  on 
Mars  Surveyor  2001. 


The  unit  wfB  use  sofid 
oxide  electrolysis  to 
produce  oxygen.  Its 
technology  is  based  on  a 
solid-state  electrochemical 
' cell  that  houses  a 750°C, 
300  micrometer  thick, 
ceramic  membrane/filter 
for  oxygen.  The  electrolyte 
used  in  the  OGS  filters  out 
other  gases  and  transfers 
only  oxygen  ions. 

The  unit  uses  9-5W  of 
electrical  power  to 
produce  about  one  cubic 
centimetre  of  oxygen  per 
Tritnute.  A more  efficient 
101b,  backpack-sized  unit 
could  supply  enough 
oxygen  to  support  an 
astronaut.  The  technology 


Draw  breath:  cross-section  of  the  oxygen-making  device 

IN  BRIEF 


‘Sticking  plaster’ 
for  roads  staves 
off  crack-up 


A new  composite  material 
for  repairing  roads  and 
pavements  could  make 
roads  last  longer, 
according  to  its 
inventors  at  the  University  of 
Illinois. 

The  material  covers  cracks 
on  concrete  or  asphalt 
surfaces  like  an  adhesive 
bandage,  preventing  the 
cracks  from  spreading  and 
causing  further  damage. 
Traditionally,  the  damaged 
road  or  pavement  is  repaired 
with  a thin  asphalt-concrete 
overlay.  The  problem  is  that 
the  overlay  is  fully  bonded 
to  the  road,  allowing  cracks 
in  the  road  to  spread 
through  the  overlay,  which 
deteriorates  quickly. 

The  University  of  Illinois's 
material  overcomes  this 
problem  by  having  three 
layers,  which  has  the  effect 
of  absorbing  some  of  the 
movement  between  the  road 
or  pavement  and  the  surface 
Of  the  overlay. 

In  a five-year  test, 
cracking  was  reduced  by  at 
least  75  per  cent 
University  of  Illinois:  US.  tel 
2172441073; 
www-admin.uiuc.  edu/ 


novel  application  for  cartoon 
nanotubes:  weighing 
ultra-small  particles,  such  as 
viruses.  Scientists  working  at 
the  Georgia  Institute  of 
Technology  found  they  were 
able  to  use  electrical  voltage 
to  deflect  or  induce 
resonance  In  individual 
I nanotubes.  When  they 
placed  an  object  on  the  end 
of  a nanotube,  they  were 
able  to  gauge  the  change  in 
the  tube’s  resonant 
frequency,  providing  a 
measure  of  the  object's 
mass. 

According  to  an  account 
in  the  journal  Science,  the 
researchers  were  able  to 
measure  the  mass  of  a 
graphite  particle  weighing  22 
femtogram  (a  thousandth  of 
a millionth  of  a millionth  of 
19). 

Georgia  Institute  of 
Technology:  US,  tel 
4043946936:  www.gtri. 
gatech.edu/nxJitml 


they  have  discovered  how 
the  sense  of  smell  works, 
according  to  a report  in  the 
journal  Cell- 

Research  on  the  nerve 
cells  of  mice  showed  that 
instead  of  an  individual 
receptor  being  dedicated  to 
a specific  smell,  different 
smefts  are  recognised  by 
combinations  of  receptors. 

The  researchers  also 
showed  that  odour 
molecules  that  are  nearly 
identical  in  structure  are 
recognised  by  different,  but 
overlapping,  sets  of 
receptors.  This  explains  why 
even  slight  changes  in  the 
structure  of  a molecule  can 
make  a big  difference  to  toe 
way  it  smells. 

Harvard  Medical  School:  US, 
tel  6174320441;  e-mail 
schallerfihms.harvard.edu 


Sense  of  a whiff 
of  progress 


Generating  a 
material  benefit 


Putting  viruses 
in  the  balance 


Researchers  have  found  a 


Until  now,  the  sensitivity  of 
the  human  sense  of  smell 
has  been  something  of  a 
mystery.  The  nose  has  about 
1 ,000  olfactory  receptors. 

Yet  it  is  capable  of 
distinguishing  between 
approximately  10,000 
different  smells. 

Researchers  at  Harvard 
Medical  School  In  the  US 
and  toe  Life  Electronics 
Research  Center  in 
Amagasaki  in  Japan  believe 


A Scottish  company  has 
developed  a fabric  that 
generates  heat  when  a 
voltage  is  applied  to  It 
The  polymer-based 
material  differs  from  existing 
electrically  heated  toxics 
because  it  has  no  integral 
wiring  system  and  power 
can  be  connected  to  it  at 
any  point  The  material's 
resistance  increases  with 
temperature. 

DC  Heat  UK  tel  (0)1506 
494966;  fax  (0)1506  497154. 


Vanessa  Houlder 


Trading  and 
Settlement  Systems 


REQUEST  FOR  TENDER  (RF1) 

EA597/99 


Energy  Australia  (EA)  is  a corporatised  New  South  Wales,  State  Government  business  enterprise.  It 
Is  Australia's  largest  electricity  corporation  managing  1 .3  m/ICon  customers  and  supplying  one  fifth 
Of  the  Australian  electricity  market 

Tenders  are  invited  for  the  supply  and  deployment  of  an  integrated  energy  trading  and  settlement 
system  for  the  Commodity  & Financial  Markets  divison  (C&FM)  of  EnergyAustraiia.  C&FM  has  been 
trading  in  the  wholesale  electricity  markets  since  1996.  Trading  activity  in  the  energy  markets, 
including  electricity  aid  gas  is  expected  to  increase  significantly  to  support  the  vision  of  becoming 
a leading  multi-utility  in  the  Asia  Pacific  Region. 

Responses  are  sought  from  suitably  qualified  and  experienced  vendors,  solution  integrators, 
business  partners  or  out  sourcing  parties.  Respondees  are  invited  to  tender  all  or  part  of  the 
fallowing  requirements: 


1 Demand  Forecasting 
1 Price  Forecasting 
1 Risk  Management 
Portfolio  Management 


1 Energy  Trading 

• Contract  Management 
•Settlements 

• Financial  and  Management  Reporting 


Respondents  must  register  to  request  a copy  of  the  tender  package. 

Bound  copies  of  the  tender  package  will  then  be  made  available  to  registered  respondees  or  their 
nominees  from  EnergyAustraiia,  Ground  Hoar,  570  George  Street  Sydney  NSW  2001  (Bathurst 
Street  entrance)  from  Tuesday,  March  16th  1999.  Applicants  will  be  required  to  submit  a signed 
confidentiality  agreement  and  lodge  a non  refundable  $200  fee  payable  by  cash  or  cheque  to 
EnergyAustraiia  to  collect  the  documents. 

Completed  submissions,  dearly  marked,  must  be  placed  in  the  Tender  Box  at  EnagyAustral'ia's  Heal 
Office,  570  George  St  (In  the  Batfnffst  St  entrance  foyer)  by  1 1.00am  AEST  Friday  Sth  April  1999. 
Tenders  wffi  be  opened  in  public. 

To  register  a request  for  a copy  of  the  tender  package  contact  Mr.  George  Soumibs,  BwgyAustrafia, 
Telephone  +61  2 9269  2460  between  9am-5pm,  local  Sydney  time. 

ALL  RESPONSES  WILL  BE  TREATED  M THE  STRICTEST  C0NFDBKE 
Respondents  take  Ml  respensMity  far  flick  recefrt  of  the  BFT  documents. 


EnergyAustraiia- 
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is  fughfy  scafaabfe  and 
devices  100  times  larger 
could  produce  a 
breathable  atmosphere  for 
Mars  colonists. 

Researchers  hope  there 
win  be  an  OGS  experiment 
on  the  Mars  Surveyor  2003 
mission  that  will  produce 
both  fuel  and  oxygen  from 
the  Martian  atmosphere. 
When  combined  with 
cartoon  monoxide  or 
methane,  the  oxygen  could 
be  used  as  rocket  motor 
fuel  or,  when  combined 
with  the  trace  gases 
humans  need,  to  support 
human  life  on  Mars. 

“The  technology  that  we 
| are  advancing  now  for  the 
: 2003  mission  should 
| demonstrate  the  capability 
to  provide  ati  the 
necessities  for  fife 
support,*  says  Matthias 
Gottmann,  OGS 
programme  manager  at 
the  university. 

ICR  Sridhar,  the 
university's  principal 
investigator  on  the 
programme,  says  its  most 
significant  aspect  is 
perhaps  that  it  is  leading 
to  technology  to  enable 
permanent  settlements  on 
planets  and  their  satellites. 
httpd/sti.ame^rizona.edu. 


MANAGEMENT  RISKS  IN  EMERGING  MARKETS 
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Costs  of  trouble  abroad 


Violent  crime,  fraud  and  religious  fanaticism 
for  multinationals,  writes  Alison  Maitland 


are  ali  problems  that  can  prove  expensive 


VS9  Businessman  Trevor 
Bell  left  his  credit 
liU  cards  and  most  of  his 
cash  behind  when  he  took  a 
taxi  ride  to  dinner  in  Mexico 
City.  His  Argentine  col- 
league was  not  so  prudent, 
and  it  probably  saved  their 
lives. 

They  were  held  up  by  two 
armed  accomplices  of  the 
taxi  driver.  The  robbers’ 
mood  turned  ugly  when  they 
discovered  Mr  Bell  was  car- 
rying only  *40. 

"Fortunately  for  us,  my 
colleague  proved  to  be  a 
much  richer  source  of  pick- 
ings. He  had  stepped  out  for 
the  evening  with  $1,000  in 
cash,  a stack  of  credit  cards 
and  a $3,000  watch."  says  Mr 
Bell,  then  a director  of  Seton 
Scholl,  the  UK  healthcare 
group. 

Given  that  carrying  so- 
much  wealth  runs  counter  to 
all  advice  to  international 
travellers,  the  incident  illus- 
trates how  difficult  it  is  to 
find  the  right  approach  in 
emerging  markets  where 
kidnapping,  corruption, 

! organised  crime  or  fraud 
may  be  rife. 

Not  that  standard  advice 
should  be  ignored.  Mr  Bell, 
now  on  the  advisory  board  of 
Merchant  International 
Group  (MIG),  a UK-based 
risk  consultancy,  admits  his 
first  mistake  was  to  ignore 
the  hotel’s  recommendation 
to  use  its  limousines  and 
avoid  local  taxis. 

Once  in  the  fix,  however, 
he  acted  on  MiG’s  advice 
and  tried  to  establish  a rap- 
port with  the  gunmen  by 
talking  about  his  family 
and  football. 

Violent  crime  is  only  one 
of  a web  of  non-conventional 


risks  facing  businesses  in 
immature  and  fastyrhanging 
markets.  Ignoring  or  mis- 
handling such  risks  cost 
multinational  companies 
more  than  £15 bn  last  year, 
according  to  a report  to  be 
published  by  MIG  this  week. 

That  startling  estimate  is 
based  on  research  among 
7,500  international  compa- 
nies based  in  the  UK.  US  and 
continental  Europe. 

It  amounts  to  an  average  S 
per  cent  to  10  per  cent  ero- 
sion of  companies'  total 
expected  returns,  says  MIG. 

"Corporate  arrogance 
among  western  companies, 
including  many  multination- 
als, is  surprisingly  preva- 
lent." says  Stuart  Poole- 
Robb,  chief  executive. 

"A  huge  amount  of  finan- 
cial resource  and  manage- 
ment- time  is  lost  each  year 
as  a result  of  inadequate 
research  and  analysis  prior 


‘Coiporate 
arrogance 
among  companies 
is  surprisingly 
prevalent1 


to  embarking  into  a non- 
domestic market." 

The  report  addresses  hid- 
den threats  to  business  suc- 
cess, ranging  from  bureau- 
cratic obstruction  and 
protectionism  to  religious 
fanaticism  - a wider  field 
than  conventional  risk  data 
available  from  banks,  credit 
agencies  and  economists. 

Mr  Pool  e-Robb  says  many 


of  these  non-conventional 
risks,  dubbed  "grey-area 
dynamics"  by  MIG.  are 
increasing  (see  chart).  There 
has  been  a particularly  steep 
rise  in  cronyism,  organised 
crime  and  fraud  in  the  past 
four  years  as  locals  become 
more  sophisticated 
at  exploiting  western 
companies. 

Forty-five  per  cent  of  com- 
panies said  bureaucracy  and 
corruption  were  important 
issues  - and  obstruction  was 
not  due  to  local  officials 
alone.  "What  surprised 
many  of  the  respondents  was 
the  level  to  which  interna- 
tional business  went  to  cre- 
ate difficulties  and  obstacles 
to  their  successful  entry.” 

A British  company,  for 
example,  suffered  when  US 
and  French  multinationals 
used  local  connections-  to 
slow  its  entry  into  the 
Thai  market 

MIG  has  drawn  up  league 
tables  of  the  riskiest  coun- 
tries in  which  to  do  busi- 
ness. depending  on  the 
nationality  of  the  investor. 
Pakistan,  for  example,  holds 
the  greatest  risks  for  UK 
multinationals,  and  Mexico 
for  US  companies. 

The  league  tables  are 
based  on  analysis  of  40  types 
of  risk  that  can  cause  assets 
to  underperform,  ranging 
from  the  passive  and  legal  - 
such  as  language,  customs 
and  regulations  - to  the 
active  and  illegal,  such  as 
product  piracy  or  pilfering. 

Nearly  60  per  cent  of  com- 
panies said  they  had  tost  out 
in  overseas  markets  by  pay- 
ing too  little  attention  to 
local  customs  and  attitudes. 

One  European  retailer  was 
shocked  by  the  poor  perfor- 


mance of  a new  venture  in 
Turkey,  failing  to  consider 
the  impact  on  relations  with 
its  Turkish  managers  and 
suppliers  of  appointing  an 
extremely  able  Greek  chief 
executive. 

Dealing  with  corruption 
can  also  be  a delicate  matter. 
"It  may  not  be  illegal  under 
local  laws  to  pay  a third 
party  to  lobby  for  a particu- 
lar outcome  or  smooth  the 
path  of  the  company:  indeed 
this  may  be  critical  to  the 
success  of  an  enterprise," 
says  the  report. 

"Yet  if  revelation  of  such 
activity  creates  a suspicion 
of  corruption  by  the  com- 
pany in  the  minds  of  the 
public,  the  damage  inflicted 
on  the  company’s  reputation 
and  its  business  may  be  sig- 
nificant" 

In  the  case  of  political 
extremism,  companies  would 


be  unwise  to  dismiss  it  as 
irrelevant  to  their  business 
operations. 

“The  company’s  own  ori- 
gins may  determine  whether 
or  not  it  is  targeted  for 
extremist  attack,  “ it  says. 
"How  much  protection  the 
authorities  are  prepared  to 
give  it  will  also  depend  on 
how  much  power  and  papu- 
lar legitimacy  extremists 
wield." 

The  report  makes  bleak 
reading.  But  Mr  Foole-Robb 
says  companies  can  traie 
very  profitably  in  risty 
markets. 

"These  dynamics,  once 
measured,  can  show  quite 
clearly  in  advance  where 
markets  will  outperform 
expectation  and  where  they 
will  go  into  decline." 

The  Intelligence  Gap  J999. 
available  from  MIG.  £595. 
Tel  +44  171  259  5060  or 
e-mail ':  . x . ... 

merthantmi@hotmaiLcom, 
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GR0W1NG  BUSINESS  PRIVATE  EQUITY 


UBS  yet  to  reveal  its  claws 


The  private  equity  business  UBS  Capital  must  compete  more  aggressively  in  its  home 
market  if  it  is  to  be  recognised  as  one  of  the  industry's  big  cats,  finds  William  Hall 


■US  Pierre  de  Week,  head 
of  UBS  Capital,  a 
■r  JC  division  of  UBS,  one 
of  Europe's  biggest  banks, 
would  seem  to  have  one  of 
the  cushiest  jobs  in  the  pri- 
vate equity  business.  UBS 
has  more  surplus  capital 
than  it  knows  what  to  do 
with  and  access  to  a network 
of  business  contacts  that 
most  venture  capitalists 
would  die  for. 

While  having  too  much 
money  in  the  private  equity 
business  can  sometimes  be 
as  bad  as  having  too  little,  it 
has  not  hurt  UBS  Capital's 
record  to  date.  Its  business  is 
fairly  humming  along.  It 
earned  SFr393m  (£166.50m) 
after  tax  on  capital  of 
SFr250m  in  the  first  nine 
months  of  1998  - far  more 
money  than  Julius  Baer, 
Switzerland's  biggest  private 
bank,  earned  in  all  of  1998. 

Last  year's  profits 
increased  by  an  above  aver- 
age number  of  divestments, 
and  while  UBS  Capital 
refuses  to  disclose  the  histor- 
ical rate  of  return  on  its  pri- 
i vate  equity  business,  it  is 
probably  more  than  double 
the  25  per  cent  target  rate  of 
return  that  it  has  set  itself 
for  the  next  five  years. 

Mr  de  Week,  a 48-year-old 
ex-Citibanker  whose  father 
used  to  run  UBS,  has  big 
ambitions  for  UBS  Capital, 
which  has  grown  substan- 
tially following  last  year’s 
merger  of  UBS  and  Swiss 


Bank  Corporation.  UBS 
already  had  a sizeable  North 
American  private  equity 
business  and  Phildrew  Ven- 
tures in  London.  Swiss  Bank 
Corporation's  main  vehicle 
was  SBC  Equjty  Partners, 
which  specialised  in  the 
Swiss  market 

Mr  de  Week's  target  is  to 
increase  UBS  Capital's  prof- 
its by  an  average  li  per  cent 
a year  compared  with  8 per 
cent  for  UBS  Brinson,  one  of 
the  world's  biggest  fund 
managers.  By  2002  UBS  Capi- 
tal should  be  earning 
SFr600m  after  tax  on  a pri- 
vate equity  portfolio  that 
will  have  doubled  to  SFr4bn. 
Under  UBS’s  recently 
revised  corporate  targets 
UBS  Capital  should  be  earn- 
ing 50  per  cent  more  than 
Brinson  by  2002. 

Hence,  it  is  surprising  to 
find  that  in  its  home  market 
of  Switzerland.  UBS  Capital 
is  a long  way  from  being  the 
market  leader.  Foreign 
firms,  such  as  Doughty  Han- 
son and  Texas  Pacific,  have 
been  running  rings  around 
UBS  Capital  when  it  comes 
to  cornering  the  big  deals. 

Mr  de  Week  is  sensitive  to 
accusations  that  UBS  Capital 
is  not  able  to  compete  on  its 
home  turf.  It  tends  to  do 
slightly  smaller  deals  than 
Doughty  Hanson,  such  as 
the  acquisition  of  Mr  Minit. 
the  world’s  largest  shoe 
repair  chain. 

UBS  Capital's  strategy  is 


no  different  from  that  of 
most  other  private  equity 
firms.  It  is  interested  in  com- 
panies that  have  the  poten- 
tial to  be  market  leaders  and 
is  prepared  to  finance  their 
ambitions. 

"Unlike  some  of  our  com- 
petitors we  are  not  going 
into  the  big  'flashy'  deals. 
When  we  appear  at  the  table 
we  do  not  need  to  establish 
our  credibility.''  says  Mr  de 
Week.  UBS  Capital  often 
caters  to  private  families 
and  “they  do  not  necessarily 
appreciate  lots  of  publicity 
about  their  affairs". 

UBS  Capital’s  skills  fie  in 
"buying  established  cash 
flows,  optimising  them, 
leveraging  them  and  adding 
growth  with  a view  to  exit- 
ing in  three  to  five  years," 


he  adds.  “We  are  not  an 
early  stage  investor.  We  nor- 
mally watt  until  the  product 
is  ready  and  a company 
needs  expansion  capital" 

The  sole  exception  is  the 
group's  specialised  software 
team  in  the  US. 

Some  95  per  cent  of  its 
SFrl.Tbn  portfolio  is 
invested  in  later  stage 
investments,  and  the  biggest 
part  is  management  buy- 
outs (61  per  cent),  fob  owed 
by  replacement  capital  (21 
per  cent).  Start-up  and  other 
early  stage  investments 
account  for  only  1 per  cent. 
More  than  half  its  130  invest- 
ments are  in  manufacturing. 

One  of  UBS  Capital's 
apparent  advantages  over  its 
competitors  is  its  access  to 
finance  which  should  give  it 


‘Unlike  some 
competitors  we 
are  not  going 
into  the  big 
“flashy”  deals. 
We  do  not  need 
to  establish 
credibility’ 


Pierre  de  Week 


an  edge  in  refinancing  deals. 
Meanwhile,  UBS's  private 
bank  is  servicing  many  of 
Europe’s  wealthiest  individ- 
uals who  have  made  their 
fortunes  from  business. 
When  family  entrepreneurs 
get  close  to  retirement  UBS 
Capital  has  an  advantage 
because  it  could  help  facili- 
tate a change  in  manage- 
ment  and  control 

Competitors  tend  to  play 
down  these  advantages. 
Raising  finance  is  the  least 
of  the  problems  for  success- 
ful private  equity  operations 
at  present,  and  UBS’s  net- 
work of  contacts  can  result 
in  conflicts  of  interest. 
Finally,  the  record  of  big 
Internationa]  banks  spawn- 
ing successful  private  equity 
ventures  is  not  particularly 
good.  Chase  Capital  Partners 
is  one  of  tbe  few  exceptions. 

But  Mr  de  Week  remains 
upbeat.  His  ambition  is  to 
establish  UBS  Capital  as  the 
industry  role  model  for  an 
integrated  global  private 
equity  business.  With  offices 
in  London,  Paris,  the  Hague, 
Munich,  Milan,  Zurich,  New 
York,  Sao  Paulo.  Buenos 
Aires.  Singapore  and  Hong 
Kong,  it  already  has  a bigger 
international  network  than 
nearly  all  its  competitors. 

However,  if  UBS  Capital  is 
to  reach  its  ambitious  profit 
forgets  it  may  soon  have  to 
start  competing  mure  aggres- 
sively with  the  likes  of 
Doughty  Hanson  and  Texas 
Pacific. 

Only  then  will  it  be  able  to 
prove  that  it  Is  one  of  the 
industry  leaders. 
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Europe  edges  lower  on  Wall  St  indecision 


CURRENCIES  & MONEY 


EURO  SPOT  FORWARD  AGAINST  THE  EURO 


EUROPEANpyaVlEW  ~ 

By  Rorfen  Gimbel 

5r.MtriDetheninS  euro  and 

'Vail  Street's  mdeeisiveness 
weighed  on  European  shares 
yesterday,  leaving  the  Euro- 
top 300  index  marginally 
lower.  Banking  stocks,  how- 
ever. put  in  a sharp  rally  fol- 
lowing BNP's  takeover  bid 
for  rival  groups  Society 
Gene  rale  and  Paribas. 

Euro  bond  yield  curve 

Percent 


Shares  of  the  three  French 
banks  were  suspended  but 
enthusiasm  over  the  deal 
buoyed  financial  stocks 
throughout  Europe.  If  suc- 
cessful. the  merger  could 
produce  the  largest  Euro- 
pean bank  in  asset  terms, 
heightening  hopes  for  far- 
ther consolidation  in  the 
European  banking  sector. 

uIt  will  happen  in  two 
stages,  with  national  consoli- 
dation preceding  pan- 

Euro  against  the  dollar 

SpefC 


European  consolidation,'' 
said  lan  Scott  at  Lehman 
Brothers. 

Germany's  Dresdner. 
which  has  a small  cross- 
holding  with  BNP,  ended  5.5 
per  cent  higher  at  €33.10  on 
speculation  that  the  two 
banks  could  soon  forge 
closer  ties. 

Merger  talk  also  swept 
through  the  Italian  hanking 
sector,  sending  Banca  Com- 
mercials Italians  shares  B.l 


per  cent  higher  on  specula- 
tions of  a possible  merger 
with  Unicredito. 

Other  sectors,  however, 
felt  the  pinch  of  a rising 
euro,  with  industrial  stocks 
being  particularly  affected. 
Fears  of  higher.  US  interest 
rates,  which  had  underpin- 
ned a stronger  dollar,  sub- 
sided yesterday  following 
Tuesday's  comments  by 
Alan  Greenspan,  chairman 
of  the  Federal  Reserve.  He 
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said  there  were  no  signs  of 
inflation  in  spite  of  continu- 
ing US  growth. 

February  turned  out  to  be 
rather  weak  for  European 
equities  as  investors  worried 
about  the  strength  of  the  US 
economy  and  the  weakness 
of  output  in  Europe. 

The  FTSE  Eurotop  300 
posted  a 0.6  per  cent  gain, 
while  the  Eurobloc  100  fell 
1.7  per  cent.  Industrials  were 
weak  but  consumer  cycli- 
cal s,  such  as  leisure  and 
media,  put  in  a strong  per- 
formance on  healthy  con- 
sumer confidence. 

Yet  the  impact  of  weak 
industrials  on  the  European 
index  could  be  increasingly 
limited  because  of  their  rela- 
tively small  weighting. 

The  FTSE  Eurotop  300 
index  fell  1.66  to  1,237.69 
while  the  FTSE  Eurotop  100 
declined  5.68  to  24353.76.  The 
FTSE  Ebloc  index  of  leading 
stocks  in  the  euro-zone  set- 
tled 0.51  lower  at  1,009.26. 
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FINANCIAL  TIMES 
Conferences 

World  Gold 

The  22nd  Annual  FT  World  Gold  Conference 

14  & 15  June  J999,  Hotel  Inter  •Continental  London 

Following  the  success  of  the  FT  World  Gold  Conference  in  Barcelona  in  199B  we  invite 
you  to  register  early  for  Europe’s  premier  Gold  industry  event 

WHO  SHOULD  ATTEND 

Attendance  at  this  event  will  be  of  benefit  to  commercial,  bullion  and 
investment  bankers;  central  bankers  and  finance  ministry  officials; 
multilateral  agencies;  CEOs  of  major  mining  houses  and  [umor 
exploration  companies;  mining  and  precious  metals  analysts: 
....  institutional  investors  and  fund  managers. 

DISTINGUISHED  SPEAKERS  INCLUDE 
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Mr  David  ClemenU 

Depart  Ct'tcrnnr 
Buai  ■■/  Eni;tjr.J 

Mr  Jtan-Pierre  Rnlh 

Urr  Chuirnait  »{ «Jm  rmice  ti  fj’J 
Si.  us  Vuna&l.1  BarJk 

Mr  Randall  Oliphant 

Elec  ante  lir#  President  and  Chief  Financial  Officer 
Harriet  G.-IJ  C'-rrc'aliar. 

Mr  Chand  Mt-bra 

f.-filcr 

Er. elude  Jfurltm  Limited 

Mr  Manabu  Kid  a 
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Mr  Neil  Ne»ill 
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INTERNATIONAL  CAPITAL  MARKETS 


European  prices  move  higher 


BENCHMARK  BONDS 

By  Arkady  Ostrovsky  In  London 
and  John  Labate  in  New  York 


European  bonds  closed 
higher,  encouraged  by  a 
recovery  in  the  euro  against 
the  dollar  and  strong 
demand  for  corporate  euro- 
denommated  paper. 

US  Treasuries  were  lower 
at  midday,  ahead  of  today's 
release  of  economic  reports. 

The  benchmark  German 
bund  future  edged  ahead 
and  the  French  10-year  bond 
future  closed  up  0.3  at  UD.07. 

OK  gilts  also  rose  as  Inves- 
tors reassessed  the  impact  of 


the  Budget.  ‘There  has  been 
a slight  change  of  heart  by 
the  UK  gilt  market  to  the 
Budget  after  the  Initial 
thumbs  down,”  said  David 
Brown  at  Bear  Steams.  The 
gilt  benchmark  10-year 
future  rose  by  056  to  U.6.19. 

In  the  US,  the  30-year 
bond,  the  benchmark  for 
long-term  interest  rates,  was 
down  *4  to  95ft  at  midday, 
sending  the  yield  up  to  5573 
per  cent.  The  10-year  note 
was  down  Vi  to  96ft.  yielding 
5.206  per  cent. 

New  figures  on  retail  sales 
and  initial  unemployment 
claims  are  expected  today, 
and  the  producer  prices 


report  on  Friday.  The  US 
market  took  some  comfort 
on  Tuesday  from  comments 
from  Alan  Greenspan,  chair- 
man of  the  Federal  Reserves, 
who  said  there  had  been  no 
signs  of  inflationary  pres- 
sure, suggesting  the  Fed 
might  not  be  ready  to  raise 
interest  rates. 

The  Japanese  bond  market 
was  also  higher,  with  the 
yield  on  the  10-year  bench- 
mark JGB  falling  to  1.68  per 
cent  from  1.78  per  cent 

Investor  sentiment  has 
been  improved  by  the  Bank 
of  Japan's  recent  efforts  to 
push  overnight  market  rates 
to  zero. 


Lucent  launches  $1.36bn  global 


MEW  ISSUES 

By  Khozem  Merchant 

Lucent  Technologies 
launched  its  first  global 
bond,  a 30-year  SI  56b  n offer- 
ing. on  a day  of  several  big 
Issues  led  by  Freddie  Mac 
with  a 10-year  S3bn  bond. 

Lucent,  which  was  spun 
off  from  AT&T,  opted  for  the 
global  format  to  reflect  its 
international  business.  More 
than  a quarter  of  its  reve- 
nues are  from  outside  its 
domestic  US  market  and  this 
is  forecast  to  rise  tD  half 
within  five  years. 

As  this  was  its  debut  inter- 
national bond  offering. 
Lucent  was  keen  to  offer  the 
paper  in  its  home  currency. 
It  considered  a euro-den  omi- 
nated  issue  but  issuing  in 
euros  and  swapping  back 
into  dollars  remains  costly 
for  US  borrowers. 

"A  30-year  cross-currency 
spread  would  have  been  very 
expensive,"  said  Bear 
Stearns,  sole  book-runner. 
Some  20  per  cent  of  the  issue 
was  bought  by  investors  out- 
side the  US.  a healthy  share 
given  that  Lucent  is  such  a 
strong  name  at  home.  It  had 
feared  non-US  investors 


WORLD  BOND  PRICES 


New  international  bond  issues 


Borrower 

■ US  DOLLARS 
Freddie  Mac 

Lucent  Tachnofogws  Inc 
CERT  1999-A<a)* 

SMS  Sankt 

European  109*111001  Bank{c| 

m eurosm 

Rhetniscta  Hypofp) 

Hypo  in  Essen(p) 

Ftaptiiic  of  Portugal 
Rabobank  Nedoriandffl 
HaKox  pic 

■ STERLING 

Team  ptafcfl 

■ SWISS  FRANCS 
SunAmertce  tnsi  Furefing 


Aaeaad  Coupon 
m.  % 


5.75M)  B9-518H  Mar  2009  0.15R  -62VdNavOS)  CSFB/Morjtt/Setamon 

6.454  99.461  R Mar  2029  0-S75R  +89(51iNov2B)  Bear  Steams 

CSFB 

(b)  99.733R  Mar  2004  0.175R  - Barclay*  Capital 

(cl)  100. OCR  Mar  2009  025R  - Morgan  Stanley  DW 


2bn  4.00  9920R  Sep  2006  0.I2R  +21  [ElOAprOG)  COOComi«z/I>W3dr>Br 

2Bn  3.50  99J205R  Mar  200*  O.tSR  +31p%Ma«03)  ABWCommecu'Goldnm 

I.Sbn  3-625(3)  100.Q2R  Aug  2004  0.1 5R  +7(3'*%Jul04)  CGD/CrermWcztoai* 

Ibn  3.625(9)  89.67R  Jul  2004  CL25R  +20p%Jul04)  Salomon  SB/Weitjurg  DR 


Jui  2004  CLZ5R 


4.75  99.727R  Mat  2009  *7?f3tJan09)  Lehman  farthers 

5.125W  08.738  Dec  2009  0375  +85(5V%-0S)  Morgan  Stanley  DW 


-Apr  2004 


Wartxng  DBon  Road 


Final  terms.  non-caflabte  unless  Elated.  Yield  spread  (over  relevant  government  band)  at  launch  supplied  by  lead  manager. 
MMslwL  X Rearing-rate  note.  tSeni-amial  coupon.  Ft  fixed  re-offer  price;  tees  shown  at  re-after  leveL  al  Case 
Equipment  Fteceivabtas  Trust.  5- tranche  asset  bached,  b)  3-mth  Ubor  +15bp.  c)  CaSabte  annually  from  28/3/00  at  par.  cl)  B 
m yr  1.  then  6%.  d ) Fungible  iwth  C250m.  plus  59  days  accrued,  ej  Spread  relates  to  Gorman  govt  bonds  unless  stated,  0 
Spread  re  French  govt  bonds.  I)  Long  1st  coupon.  0)  Oetfertfflche  Ptandbnete.  s)  Short  1st  coupon. 


would  be  crowded  out.  The 
bond  was  priced  to  yield  89 
basis  points  over  the  30-year 
Treasury  and  tightened  after 
launch. 

Portugal  unveiled  the  lat- 
est element  of  what  bankers 
described  as-a  “moderate 
approach  to  raising  debt", 
with  a €1.5bn  bond,  its  first 
euro-denominated  issue  in 
the  five-year  sector. 

In  January,  Portugal 
issued  a 10* --year  €I.5bn 
bond  and  said  it  would 


increase  the  issue  at 
monthly  auctions  of  €250m. 

Last  September,  it  issued  a 
15-year  benchmark  bond, 
which  after  several  add-ons 
now  stands  at  €2.6bn. 

Bankers  said  the  gradual 
issuance  of  debt  at  maturi- 
ties across  the  curve  would 
ensure  the  issuer  retained 
“rarity  value". 

A successful  auction  of 
10-year  paper  encouraged  the 
authorities  to  bring  forward 
the  launch  of  the  five-year 


bond,  which  was  priced  to 
yield  7 basis  points  over  the 
relevant  German  bund. 

The  issue  was  sold 
through  a syndication  of 
banks  to  ensure  better  inter- 
national distribution  and 
liquidity.  The  add-ons  will 
also  be  sold  through  auc- 
tions. similar  to  the 
approach  adapted  by  Austria 
and  replicated  by  the  Euro- 
pean Investment  Bank  in  its 
recently  announced  “Earns" 
borrowing  programme. 


BENCHMARK  GOVERNMENT  BONDS 
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BOND  FUTURES  AND  OPTIONS 
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The  Japanese  equity  mar- 
ket rallied  on  improved  eco- 
nomic figures  and  returning 
investor  confidence. 

Emerging  markets  bond 
prices  also  staged  a small 
rally,  encouraged  by  positive 
news  from  Brazfl.  The  coun- 
try’s lower  house  of  parlia- 
ment approved  a key  fiscal 
bill  yesterday,  which  helped 
push  Brazil's  benchmark  C 
bond  one  percentage  point 
higher  to  6QW. 

Brazil  is  hoping  to  return 
to  international  capital  mar- 
kets in  April  once  the  Inter- 
national Monetary  Fund  hag 
approved  a $S.2bn  tranche  of 
loans  to  the  country. 
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By  Vincent  Botend  

Fannie  Mae,  the  US  ingaporean  officials  per- 
mortgage  agency,  has  's  mitted  thaasrfvK  a «r> 
offered  holders  of  its  non-  V-/ smile  last  week  when 
benchmark  debt  the  option  Hong  Kong's  authorities 
of  exchanging  their  holdings  announced  plans  to  merge 
for  that  of  its  five-year  its  stock  and  derivatives 
benchmark  brad.  exchanges  later  this  year. 

The  exchange  applies  to  Three  months  after  Lee 
holders  of  just  over  $l5.06bn  Hsien  Loong,  Singapore's 
of  Fannie  Mae’s  non-callable,  deputy  prime  minister, 
US  dollar  medium-term  unveiled  plans  to  merge 
notes,  global  bonds  and  Simex,  the  derivatives 
debentures.  Investors  taking  exchange,  with  the  Stock 
part  in  the  offer  wffi  receive  Exchange  of  Singapore, 
holdings  of  5.125  per  cent  Hong  Kong's  move  under- 
benchmark notes  maturing  lined  the  intense  rivalry 
in  February  2004.  between  the  two  city  states. 

Fannie  Mae  already  has  Singapore  officials  play 
$4bn  outstanding  in  the  down  talk  of  competing 
benchmark  notes  and.  in  directly  with  Hong  Kong  as 
addition  to  the  exchange,  it  a financial  centre  but  they 
said  it  would  reopen  the  are  dearly  bring  to  capital- 
issue  to  add  at  least  another  ise  on  perceptions  that  Hong 
SZbn.  The  new  tranche,  to  Kong  has  lost  its  way  - espe- 
include  the  exchanged  seen-  daily  after  the  government's 
rities,  is  expected  to  he  intervention  in  the  stock 
priced  on  March  19.  market  last  August  to  stave 

Timothy  Howard,  chief  off  speculative  attacks  an 
financial  officer,  said  the  the  Hong  Kong  dollar, 
exchange  would  allow  inves-  Singapore,  in  contrast,  has 
tors  in  non-benchmark  tried  to  turn  the  Asian  finan- 
issues  “to  consolidate  their  da]  crisis  to  its  advantage 
holdings  into  an  extremely  by  promoting  itself  as  a sta- 
liquid  and  tradable  bench-  ble  and  increasingly  interoa- 
mark  notes  security”.  tiooal  financial  centre. 

The  exchange  offer  applies  Last  November,  Simex  pro- 
to 71  specific  issues  of  Fan-  yoked  outrage  at  the  Hoag 
nie  Mae’s  outstanding  debt  Kong  Futures  Exchange 
with  maturities  between  when  it  launched  the 
June  2002  and  March  2006.  HKM5CI,  an  index  based  on 

Fannie  Map  has  appointed  \ the  Hong  Kong  stock  mar- 


The  rivalry  with  Hong  Kong  has  intensified,  writes  Edward  Luoe 


Open  outcry:  Simex  has  ruffled  feathers  throughout  the  region 


Goldman  Sachs  as  dealer 
manager  for  the  exchange. 
The  investment  bank  will  be 
joined  by  Bear  Steams  and 
Merrill  Lynch  as  lead  man- 
agers of  the  new  tranche  of 
the  5.125  per  cent  notes. 

The  agency,  the  largest 
source  of  home  mortgage  fin- 
ancing in  the  US,  has  issued 
S5325bn  in  benchmark  notes 
since  they  were  introduced 
last  year  to  create  a set  of 
issues  with  maturities  rang- 
ing from  three  to  10  years. 


US  CORPORATE  BONDS 
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ket,  with  Morgan  Stanley 
Capital  International. 

Although  the  contract  has 
been  a flop  - with  barely 
any  volume  recorded  last 
month  in  contrast  to  Hong 
Kong's  more  successful 
index  future  - the  move  was 
taken  as  a sign  of  Singa- 
pore's increasingly  aggres- 
sive marketing  strategy. 

Simex.  which  has  agreed 
to  join  Globes,  the  deriva- 
tives alliance  between 
France's  Matif  and  the  Chi- 
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cago  Mercantile  Exchange, 
has  also  been  ruffling  feath- 
ers elsewhere  in  the  region. 

It  has  launched  futures 
based  on  stock  market  indi- 
ces in  Thailand,  Taiwan  and 
tbe  Singapore  domestic 
stock  market-  It  postponed 
piarn;  to  launch  a future  on 
the  Kuala  Lumpur  compos- 
ite index  in  October  after  the 
Malaysia  imposed  strict  capi- 
tal controls  on  .foreign  port- 
folio investment. 

“We  intend  to  become  tbe 
leading  international  futures 
exchange  for  the  region,” 
said  Elizabeth  Sain,  deputy 
chairman.  “This  Will  also 
eventually  include  launch- 
ing interest  rate  contracts  on 
other  markets  in  Asia.” 

Bankers  say  Singapore’s 
strategy  is  led  by  Simex 
rather  than  the  SES  because 
the  futures  exchange  has 
greater  competitive  advan- 
tages over  its  Hong  Kong 
counterpart.  The  SES  is 
dominated  by  listings  of 
state-owned  and  govern- 
ment-linked corporations, 
and  is  smaller  and  less 
liquid  than  the  HKSE. 

In  addition.  Hong  Kong 
can  boast  a large  number  of 
foreign  listings,  notably  the 
“red  chips”  of  leading  Chi- 
nese corporations.  The  SES 
is  local  in  comparison. 
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Simex,  which  dong  with 
the  SES  will  be  demutu- 
alised before  their  merger 
this  year,  is  viewed  as  more 
international  than  its  Hong 
Kong  counterpart.  <%ris~ 
Podbury,  head  of  fixtures  at 
Jardine  Fleming  in  Smga- 
pore.  says  the  attraction  of 
Simex  will  be  enhanced  , by 
its  membership  of  Globex, 
which  is  designed  to  provide 
24-hour  trading  by  offering  , 
access  from  the  world’s 
three  main  time-zones. 

In  addition,  Simex  will 
adopt  NSC-VF,  the  electronic 
trading  system  developed  by 
Matif.  Simex  will  trade  dol- 
lar and  euro  contracts  listed 
on  the  CME  and  Matif  and 
save  on  costs  in  the  process. 

“This  is  clearly  a big  plus 
for  Singapore.”  Mr  Podbury 
said.  “It  is  designed  to  pro- 
vide more  liquidity  for  inter- 
national contracts.” 

As  with  Matif  and  Lon- 
don's Llffe,  that  have 
embraced  screen-based  trad- 
ing. an  electronic  platform 
will  lead  to  the  end  of  “open- 
outcry"  trading  on  Shnex. 

Simex  locals,  floor  traders 
who  speculate  with  their 
own  cash,  will  become  a 
thing  of  the  past.  Judging  by 
its  tactics.  Simex  harbours 
similar  intentions  for  its 
Hong  Kong  rival. 
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CURRENCIES  & MONEY 


Bear  market  reigns  despite  euro  rally 


^ketsreport 

^ By  Alan  Beattie 
and  Melanie  Carroll 

The  euro  recovered  from 
recent  lows  yesterday  but 
failed  to  make  a significant 
break  upwards. 

Despite  recent  talk  of  the 
new  currency  approaching 
parity  with  the  dollar,  the 
eoro  rose  above  the  $1  os 
level  against  the  dollar  yes- 
terday. But  it  stopped  short 
of  $1  JO,  leaving.it  vulnerable 
to  further  faljs.  The  euro 
closed  at  Si  .096  against  the 
dollar  In  London  yesterday. 

The  strength  of  sterling 
against  the  dollar  yesterday 
after  the  UK’s  Budget,  which 
some  in  the-  market  have 
seen  as  being  mildly  expan- 
sionary, may  have  helped 
the  euro. 

With  the  euro’s  rise  yester- 
day being  limited,  few  in  the 
market  thought  the  curren- 
qy's  downward  trend  would 
■ ,<  be  reversed. 1 

“This  looks  like  a classic 


bear  market  rally."  said  Nick 
Parsons,  currency  strategist 
at  Paribas  in  London.  “It 
could  go  as  high  as  $1.1025, 
out  I don’t  think  we  have 
seen  the  low  of  the  euro 
yet." 

Mr  Parsons  said  that  with 
the  story  about  the  relative 
strengths  of  US  and  euro- 
zone economies  well  estab- 
lished, the  market  needed 
another  excuse  to  continue 
selling  the  euro.  “And  with 
only  retail  sales  data  out 
this  week,  and  the  market 
already  having  priced  in  a 
high  figure,  it  doesn't  look 
like  it  we  are  going  to  get  it 
very  soon,”  he  said. 

■ Short  sterling  contracts 
clawed  hack  some  of  their 
losses  today  after  yester- 
day's sell-off  following  the 

■ POUND  1H  NEW  YORK 


announcement  of  the  UK  Ecuador 
Budget 

Having  digested  analysts' 
views  on  the  fiscal  stance, 
traders  evidently  decided 
that  some  of  late  Tuesday's 
bearish  reaction  had  been  a 
little  overdone. 

Contracts  at  the  front  end 
of  the  strip  gained  up  to  7 
points  yesterday,  regaining 
more  than  half  of  the  ground 
lost  on  Tuesday.  Implied 
base  rates  now  trough  at 
between  5 and  5V«  per  cent 
towards  late  1999. 
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■ The  Pakistani  government 
yesterday  relaxed  some  Df 
the  foreign  exchange  restric- 
tions brought  in  last  July 
after  international  sanctions 
were  imposed. 

From  Thursday,  exporters 
will  be  able  to  sell  95  per 
cent  of  their  foreign 
exchange  earnings  at  the 
market  rate  and  5 per  cent  at 
the  official  rate,  replacing 
the  earlier  SOftO  split. 

The  decision  increases  the 
possibility  that  the  govern- 


. -.Jan  ".ihb  : Mw 
Sam  asammaar  

ment  will  soon  move  back  to 
a single  market-based  rate, 
as  demanded  by  the  Interna- 
tional Monetary  Fund. 

■ Ecuador’s  currency  crisis 
is  unlikely  to  lead  to  the  gov- 
ernment pegging  the  sucre 
to  the  dollar  via  a currency 
board,  market  analysts  say. 

Ecuador  entered  crisis 
mode  this  week,  with  the 
government  announcing  two 


bank  holidays  to  prevent  fur- 
ther falls  in  the  currency 
during  a general  strike. 

Nick  Doueh.  emerging 
markets  analyst  at  Barclays 
Capital,  said  a currency 
board  could  provide  stability 
because  the  government  is 
unable  to  print  money. 

“It's  also  about  belief  - the 
theory  goes  that  because 
people  can  convert  to  the 
dollar  means  that  they 
won't.” 

But  the  country  has  too 
few  reserves  to  cover  a cur- 
rency board,  with  SUbn  in 
the  bank  against  Si.ebn  in 
external  debt,  he  said. 

The  IMF  would  only  inter- 
vene if  it  decided  Ecuador 
was  important  enough,  he 

■ OTHER  CURRENCIES 
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added. 

“The  IMF  doesn't  want 
debt  defaulters  but  it  also 
doesn't  want  to  lend  if  it 
doesn’t  think  the  govern- 
ment will  do  something,”  Mr 
Douch  said. 

In  contrast,  the  Brazilian 
Real  gained  some  short-term 
stability  this  week,  closing 
in  London  at  R$Lfi6  against 
the  dollar  yesterday. 

Markets  rewarded  the  Real 
after  the  long-awaited  IMF- 
inspired  fiscal  package 
entered  the  Brazilian  con- 
gress yesterday.  But  even  if 
the  bill  Is  passed,  no  benefits 
will  appear  until  the  second 
half  of  the  year.  Mr  Douch 
said. 

“In  the  meantime  interest 
rates  must  be  kept  high  to 
stop  Inflation.''  he  said. 

He  criticised  recent  gov- 
ernment intervention  in  the 
currency  markets. 

“It’s  not  a nice  way  out. 
but  I think  a recession 
would  do  a lot  of  what  is 
needed  to  reduce  the  current 
account  deficit,’'  be  added. 
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Poor  year 
for  British 
Columbian 
forestry 

By  Scott  Morrison 
fen  Toronto 


British  Columbia's  forest 
products  industry  suffered  a 
disastrous  1998.  is  which  the 
province’s  forestry  compa- 
nies lost  a combined  CSibn 
(USSSGOm),  according  to  pre- 
liminary estimates  by  Price- 
waterhouseCoopers. 

Mike  MacCafium.  forest  it 
analyst  at  the  professional 
services  company,  said  the 
sector's  operating  profits 
were  not  expected  to 
improve  markedly  this  year, 
although  write-downs  should 
not  affect  the  bottom  line  as 
much  as  they  did  in  199S. 

Write-downs.  restructuring 
charges  and  foreign 
exchange  losses  accounted 
for  mare  than  half  the  indus- 
try's losses  last  year.  Pulp 
was  the  biggest  loser, 
accounting  for  C$400m  in 
after-tax  losses.  Solid  wood 
accounted  for  CS60m. 

The  only  improvement 
was  in  newsprint,  which  had 
after-tax  profits  of  C$50m, 
compared  with  a C$65m  loss 
in  1337,  improved  results  in 
newsprint  were  not  enough 
to  prevent  the  province's  for- 
estry industry  from  posting 
its  largest  collective  loss. 

The  industry  posted  a col- 
lective loss  of  C$l32m  in  | 
1997,  prompting  sources  to 
then  predict  it  had  hit  bot- 
tom. Further  operating 
losses  are  expected  in  1999. 
which  would  be  the  fourth 
consecutive  year  the  sector 
had  lost  money. 

Mr  MacCallum  said  total 
1999  sales  by  the  province's 
forestry  groups  were  expec- 
ted to  be  about  CSlobn.  the 
same  as  in  1996  but  down 
from  CSlSJbn  in  1997. 

British  Columbia's  for- 
estry companies  are  a signif- 
icant component  of  Canada's 
forest  products  sector  and 
the  province’s  primary 
industry.  It  has  been  hit 
hard  by  high  production 
costs,  low  commodity  prices, 
weak  Asian  demand  and  lim- 
ited access  to  the  US  market. 
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COMMODITIES  & AGRICULTURE 


Little  anxiety  in  Australia 
but  debate  is  growing 


Genetically  modified  blue  carnations  have  not  caused  concern, 
but  then  the  flowers  are  not  eaten,  writes  Stephen  Wyatt 


Genes 

and  crops 

For  many  Australians, 
genetic  engineering  means 
blue  carnations  rather  than 
genetically  engineered 
destruction. 

Branded  Moondust,  a new 
genetically  engineered  blue 
carnation  will  be  marketed 
throughout  Europe  later  this 
year  by  Florigene  Flowers. 
Genetic  modification  (GM) 
will  allow  the  flowers  to  last 
longer  by  introducing  a gene 
that  suppresses  the  produc- 
tion of  an  enzyme  that  pro- 
motes wilting. 

So  far.  in  Australia,  this 
has  not  created  any  concern 
but  then,  the  flowers  are  not 
eaten,  and  the  genetic  engi- 
neering does  not  involve 
work  on  animals. 

It  produces  little  of  the 
anxiety'  caused  by  transfer- 
ring the  antifreeze  gene  from 
arctic  fish  to  create  frost- 
resistant  tomatoes,  genes 
from  bacteria  to  create 
insect-fighting  cotton  and 
potatoes,  or  insecticide-resis- 
tant soyabeans,  corn  and 
canola.  There  is  none  of  the 
angst  provoked  by  geneti- 
cally altering  animals  to  cre- 
ate replacement  organs. 


In  Australia,  sentiment  is 
not  nearly  as  negative  as  it 
Is  in  continental  Europe  and 
the  UK.  Last  month,  the 
Australian  and  New  Zealand 
Food  - Association,  the  body 
empowered  to  rule  an  the 
safety  and  wholesomeness  of 
all  foods,  pronounced  geneti- 
cally modified  cotton  and 
soyabeans  safe. 

Genetically  modified  cot- 
ton has  now  been  grown  in 
Australia  for  three  years  and 
farmers  have  embraced  it. 
Some  30  per  cent  of  Austra- 
lia's cotton  crop  is  now 
genetically  modified. 

The  leaves  of  the  cotton 
plant  produce  a natural 
insecticide  and  this  has 
reduced  the  spraying  of 
insecticides  on  GM  cotton 
fields  by  50  per  cent,  with 
some  fields  receiving  90  per 
cent  less  spraying. 

Based  on  1997/98  plantings 
of  64.000  hectares,  Monsanto, 
which  developed  the  GM 
Ingard  or  Bt  cotton,  calcu- 
lates that  the  amount  of 
insecticide  usage  has  been 
reduced  by  738,000  litres. 

Cotton  is  the  only  com- 
mercially produced  trans- 
genicaliy  altered  crop  in 
Australia  at  the  moment 
but,  according  to  Professor 
Nancy  Millers,  chairman  of 
the  Genetic  Manipulation 
Advisory  Committee,  a gov- 


ernment body  responsible 
for  the  development  and  use 
of  genetic  modifying  tech- 
niques. “every  single  com- 
mercial crop  in  Australia, 
and  indeed  anywhere,  has 
been  genetically  altered", 
albeit  by  plant  breeding. 

Thousands  of  people 
around  the  world  have 
implanted  pig  heart  valves, 
many  exported  from  Austra- 
lia. “Why  is  it  that  this  does 
not  get  a great  reaction,  yet 
engineering  a whole  pig 
heart  does?”  asks  Oliver 
Mayo,  chief  of  «hitw*1  pro- 
duction at  the  CSIRO,  the 
government  research  group. 

The  debate,  nevertheless, 
is  growing.  In  the  coming 
months,  the  Australia  and 
New  Zealand  Food  Authority 
will  rale  on  the  safety  of  GM 
insecticide-resistant 
“Roundup  Ready"  cotton, 
com,  canola  and  Bt  com. 

Australian  Cast  food  opera- 
tors are  preparing  for  a pos- 
sible increase  in  consumer 
concern.  McDonald's  has 
confirmed  that  none  of  its 
products  contains  geneti- 
cally modified  foods, 
although  it  acknowledges 
that  screening  is  not  easy  as 
10  per  cent  of  its  cooking  oil 
comes  from  cottonseed  oil. 

At  the  same  time  the  Aus- 
tralian and  New  Zealand 
Food  Standards  Council 


Genetically  roocBBed  cotton  has  been  grown  in  AustraSa  for  three  yeais,  and  fanners  have  embraced  it 


voted  last  December  to 
require  the  labelling  of 
genetically  modified  food. 

There  are  now  calls  for 
reform  to  streamline  the 
control  of  GM  products.  A 
variety  of  state  government 
and  Commonwealth  govern- 
ment bodies  currently  con- 
trol different  areas  of  the 
genetic  products  industry. 

The  Commonwealth  gov- 
ernment proposed  the  estab- 
lishment of  a Gene  Technol- 
ogy Office  in  late  1997  to 
oversee  the  research,  devel- 
opment and  uses  of  gene 
technology.  It  has  still  not 
been  established. 

There  is  conflict  at  the 
Commonwealth  level  over 
which  department  should 
oversee  the  GM  industry. 
Mark  Vaille,  agriculture 
minister,  wants  control  of 
food  from  pasture  to  plate. 


Consumer  and  medical 
groups  argue  that  it  is  vital 
that  the  sectors  of  govern- 
ment that  set  standards  be 
separate  from  those  that  pro- 
mote and  support  industry. 
They  prefer  control  to  stay 
with  the  Ministry  of  Health. 

In  the  international  arena, 
the  Australian  government 
has  tended  to  side  with  other 
agricultural,  exporters,  such 
as  the  US.  Canada  and 
Argentina.  This  was  evident 
at  recent  talks  in  Colombia 
on  the  UN  Safety  Protocol, 
which  is  aim** l at  protecting 

native  animal  and  plant  spe- 
cies from  contamination  by 
Gil  crops  and  animals. 

These  talks  broke  down, 
with  the  US-led  Miami 
group,  which  included  Can- 
ada. Argentina  and  Austra- 
lia. arguing  that  billions  of 
dollars  of  agricultural  trade. 


an  increasing  proportion  of 
which  is  genetically  modi- 
fied. would  be  hit  by  unnec- 
essary bureaucratic  controls. 

Australian  farm,  food  and 
biotech  industry  groups 
argued  that  a protocol  could 
lead  to  a pervasive  new  cate- 
gory  of  trade  restrictions  on 
promising  agrifood  exports. 

In  the  interim,  consumers 
are  happy  to  purchase  prod- 
ucts from  supermarkets,  up 
to  half  of  which  include 
some  form  of  genetically 
modified  product,  walk 
about  with  pig  valves  in 
their  hearts  and  wear  shirts 
marfa  from  cotton  that,  when 
eaten  by  insects,  punches  a 
hole  in  the  insect's  throat. 
This  article  is  the  second  in  a 
series  on  genetically  modified 
crops.  The  first  appeared  on  i 
March  9:  the  next  will  appear  ■ 
on  March  16.  j 


Reports  of  producer  talks  lift  crude  oil 


NIAJBKETS  RBP0RT 

By  Robert  Corzme 
and  Gillian  O’Connor 

Reports  that  oil  ministers 
and  senior  officials  from 
leading  members  of  the 
Organisation  of  Petroleum 
Exporting  Countries  and 
some  non-Opec  producers 
will  meet  today  in  Amster- 
dam for  talks  on  a new 


round  of  production  cuts 
gave  a boost  to  prices  of 
crude  oil  yesterday. 

The  producers  meeting, 
which  will  include  Saudi 
Arabia.  Mexico  and  Vene- 
zuela. the  three  biggest 
exporters  to  the  US  oil  mar- 
ket, the  world's  biggest,  fol- 
lows an  agreement  between 
some  of  the  leading  Gulf 
Arab  oil  producers,  includ- 
ing Saudi  Arabia  and 


Kuwait,  on  the  need  for  a 
new  round  of  "substantial" 
production  cuts. 

The  bellwether  Brent 
Blend  contract  for  April 
delivery  was  quoted  at  S1L97 
a barrel  in  late  trading  on 
London's  International 
Petroleum  Exchange,  up  41 
cents  on  Tuesday's  close. 

The  latest  flurry  of  oil 
diplomacy  is  taking  place 
against  a backdrop  of  con- 


tinuing weakness  in  the 
global  oil  market 
Yesterday,  the  Interna- 
tional Energy  Agency 
reported  that,  although 
growth  in  world  oil  demand 
this  year  was  expected  to 
recover  from  the  dismal  lev- 
els of  last  year,  the  esti- 
mated 12  per  cent  rate  of 
growth  would  still  be  well 
below  the  1.75  per  cent  aver- 
age for  1990  to  1997. 


January's  rise  in  alumin- 
ium stocks  had  analysts  nos- 
talgically harking  back  to 
the  former  producer  cartel 
The  International  Primary 
Aluminium  Institute 
announced  yesterday  that 
total  stocks  rase  to  3.182m 
tonnes  ai  end-January,  the 
highest  since  April  199S. 
while  producer  rjjcks  were 
the  highest  since  September 
1996  at  1.734m  tonnes. 


prices 

However.  French  group 
Pechiney  accompanied  a 
profits  warning  yesterday 
with  a statement  that  it 
is  to  reactivate  the  remain- 
der of  its  idled  Pyrenean 
capacity. 

Ted  Arnold,  analyst  at 
Prudent  ial-Bache,  said  that 
production  surpluses  persist 
far  longer  nowadays  than 
they  used  to  under  the  old 
cartel-like  system. 


Brewers 
invest  in 
Romanian 
revival 

By  Joe  Coot  in  Bucharest 

International  brewers  that 
have  invested  some  3800m  in 
Romania  are.  pioneering  the 
development1  of  local  barley, 
bops  and  malt  farming  and 
processing  to  reduce  their 
reliance  'on  . ' Czech.  German 
^nH  Hungarian  ingredients. 

The  moves  coincide  with  a 
revival  of  Romania's  beer 
industry.  After  a slump  in 
production  and.  consumption 
in  the  early  to  mid-1990s, 
beer  sales  increased  by 
35  per  cent  In  1998.  This  year 
the  industry  expects  to  pro- 
duce about  Urn  hectolitres 
of  beer,  signalling  a return 
to  levels  of  production  before 
tbe  1989  revolutipn. 

Moreover,  the  Romanian 
palate  is  rapidly  acquiring  a ^ 
taste  for  premium  beers  that  pi 
require  quality  ingredients. 

“Over  the  next  three  to 
five  years  we  foresee  an 
increase  In  demand  for  qual- 
ity barley,”  said  John  Gore, 
chairman  of  Brewery  Hold- 
ings. a UK  company  with 
majority  stakes  in  three 
Romanian  brewers. 

South  African  breweries, 
that  has  invested  more  than 
$60m.  is  already-  working 
with  Soufflet.  the  French 
maltster,  and  local  farmers 
to  import  and  grow  malting 
barley.  Brewery  Holdings 
and  Dalgety  Spillers,  the  UK 
seed  and  farm  feed  produc- 
ers, have  held  extensive  dis- 
cussions to  the  same  end. 

International  brewers  are 
prepared  to  pre-finance  tbe 
import  and  cultivation  of 
quality  barley  seed  in 
exchange  for  exclusive  sup- 
ply contracts.  Mr  Gore  envis- 
ages modem  malting  facili- 
ties  with  annual  capacity  of  SP 
100.000  tonnes  will  be  built 
within  three  years. 

Brewery  Holdings,  which 
imports  70  per  cent  of  its  hop 
requirements  from  the  Czech 
Republic  and  Germany,  pay- 
ing import  duties  of  21  per 
cent  a tonne,  is  also  keen  .to 
revive  Romania's  once  large 
hop  industry.  1 - 
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Nuts  and  seeds  Prices  from  KsnWio 
London  $ per  m/7,  banian  pistachios  287 
30  raw  (ki  shed  rat  open  (round);  crop  9ft 
23/30  at  2800,  FCA  Europe,  20/22  at  3600 
FCA  Europe.  AS  prices  suDJoct  afhaoxjn 
passage;  80  per  cent  goods  RPPC  pawed. 
TWtdsti  iwralme  13715  and  ii/i3,  crop 
98  Indkadon  4050  CTO.  Market  state. 
Intel  caafteiea  crop  96  GFR  from  top 
shippers,  W320  at  5800.  W2<0  at  8700. 
Merisel  Increased  sOghfly  due  a km  produc- 
tion price  new  crop.  Spot  W320  5950  FCA 
Rotterdam.  US  almonds  standard  S per 
cert  crop  88  at  3000.  Indkadon  lor  crop 
39  at  7750  FAS  for  SL5  per  cent  » FAS. 
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Open  iteBd  caara  n tar  a waded  monte. 
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Consistent  methodology  between 
broad  and  blue-chip  indexes. 
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ACROSS 

1 Settle  by  investing  money 
in  something  easy  (6) 

4 Money  supply  to  curtail 
farmers’  output  (4.4) 

10  Experiment  with  scheme  to 
adopt  one  new  winger  (4,5) 

11  Noise  made  by  escape  in 
high  performance  car  (5) 

13  Bad  first  day  at  plant  (4) 

13  It  is  risky  and  needs  skill 
plus  energy  (5.3.2) 

15  Tries  out  the  French  - 
fruitless!  (7) 

16  Survive,  under  review  by 
bead  of  engineering  (6) 

19  Stalls  for  time  in  the  desert 
(6) 

21  Almost  certain  advantage, 
being  redundant  (7) 

23  Popular  time  of  year  for 
smelling  salt  (4,6) 

25  Obscene  talk  must  be  con- 
trolled (4) 

27  Courts  ended  a hearing  pre- 
maturely (5) 

28  Flirt  with  Ralph  and  dine 
out  (9) 

29  Accommodation  for  those 
abandoned  and  left  outside 
of  rectory  (8) 

30  Tbe  impudence  one  caught 
from  France  (6) 

DOWN 

1 Shorten  a touch,  to  make  a 
Striking  Impression  (3.1,4) 

2 Very  rude  about  being  in 
Carey  Street  19) 

3 Firm,  supplementary  note 
to  officers  (4) 

For  solutions  to  today's  crossword  call  0906  843  QOfiO. 

Calls  cost  60p  a minute. 


5 Gold  to  trigger'  text  on 
screen  (7) 

6 Abandoned  - with  no  booze 
after  initial  euphoria  (4331 

7 18  holes  - getting  one  shot! 
(5) 

8 Drink  container  > no  one 
returns  (6) 

9 An  inlet  crossing  line  of 

bay  (6i  • 

14  Animal’s  preference,  eg.  for 
the  most  part  (53) 

17  Part  with  design,  for  exam- 
ple (43) 

18  Mysterious,  mostly  secret, 

oil  process  (8)  * 

20  Rush  final  editions'  on  to 
overnight  van  (7)  'i 

21  Js  told  off  for  being  dull  (6)  • 

22  Blade's  home  fixture  has 
tbe  potential  (6i 

24  Good  university  . game's 
teachers  (5) 

26  City  state's  new  expression 
In  hot  rock  (4)  + 

Solution  9,934 
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LONDON  STOCK  EXCHANGE 


Bulls  emerge  as  winners  after  day-long  struggle 


MARKET  REPORT 


By  Store  Thompson, 

UK  Stock  Market  Editor 

A sense  of  anti-climax 
pervaded  much  of  the  blue 
chip  end  of  London's  equity 
market  yesterday  as  many 
stock  prices  slipped  away 
during  a relatively  subdued 
post-Bud  get  trading  session. 

After  a last  gasp  tussle 
between  the  market's  opti- 
mists and  pessimists,  the 
FTSE  100  was  left  with  a 
hard- won  3.8  gain  at  6.241  j5. 

That  was  a far  cry  Cram  its 
early  showing  which  saw  the 
index  drop  Just  short  of  70 


points  to  well  below  tbe  6,200 
mark. 

But  tbe  weakness  that 
affected  blue  chips  for  much 
of  tbe  day  did  not  envelop 
the  whole  market  The  mid 
and  smallcap  indices  showed 
a marked  reluctance  to  give 
back  any  of  their  recent 
strong  gains. 

The  ETSE  260  extended  its 
winning  sequence  to  13 
straight  sessions,  during 
which  time  the  index  - up 
33.3  to  5,409.0  yesterday  - 
has  risen  more  than  250 
points  or  4.9  per  cent. 

Similarly,  tbe  FTSE  Small- 
Cap  index  has  enjoyed  a 
strong  run.,  rising  for  five 


consecutive  sessions  and  12 
out  of  the  past  13  trading 
days. 

Up  11.2  at  2,334.0  yester- 
day, the  SmaJICap  has 
advanced  87.64,  or  3.9  per 
cent,  during  tbose  13  days. 

Dealers  were  surprised  qt 
the  extent  of  the  market's 
early  setback  which  they 
said  was  more  a reflection  of 
Wall  Street's  poor  showing 
overnight  - the  Dow  Jones 
Industrial  Average  finished 
33  points  lower  - than  disil- 
lusionment with  Gordon 
Brown's  third  Budget 

On  the  contrary,  the  Bud- 
get proposals  drew  a mostly 
enthusiastic  response  from 


the  press  and  from  many 
strategists. 

In  its  Budget  review,  the 
strategy  team  at  BT  Alex 
Brown  described  the  overall 
proposals  as  “good  for  equi- 
ties, bad  for  bonds",  saying: 
“The  equity  market  is  likely 
to  take  heart  from  Mr 
Brown's  BudgeL  In  the  very 
short  run,  the  FTSE  100  may 
even  bit  new  highs."  But  it 
warned  that  “the  upside  is 
likely  to  be  constrained  by  a 
backing-up  in  gilt  yields". 

Dresdner  Kleinwort  Ben- 
son's team  said:  “Market 
earnings  should  be  boosted 
by  around  1.5  per  'cent  in 
1999/2000.  A sense  of  relief 


should  be  felt  by  all  but  UK 
industrials." 

The  market's  late  burst  of 
strength  owed  much  to  a 
strong  drive  by  Reuters, 
whose  shares  became  Foot- 
sie's best  performers  follow- 
ing a strategic  review  out- 
lined to  analysts  and 
institutions  in  London. 

Earlier  In  the  day,  bank 
shares  had  provided  a prop 
for  the  FTSE  100  as  specula- 
tors chased  the  perceived 
takeover  targets  - Abbey 
National  and  Alliance  & 
Leicester  - after  the  surprise 
hostile  bids  for  French 
banks  Paribas  and  SocGen, 
launched  by  BNP. 


FTSE  Alt-Share  Index 


Meanwhile,  the  lack  of 
duty  increases  on  alcohol 
helped  the  drinks  stocks 
surge  ahead.  Tobacco  shares 
were  buffeted  by  the  duty 
increases  on  cigarettes,  and 
Gallaher  was  additionally 
bruised  by  its  relegation 
from  the  FTSE  100  to  the  250 
index. 

Other  FTSE  100  casualties 
included  Safeway.  Williams 
and  Tomkins,  while  new 
entrants  were  Energis. 
South  African  Breweries, 
Misys  and  EMAP. 

Turnover  in  equities 
picked  up  during  the  after- 
noon, finishing  at  1.15bn 
shares. 
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Reuters 
soars  to 
new  high 

COMPAN IES  i^EPORT 
By  Peter  John  and  Joel  Kibazo 

Reuters  Group  hit  an  all- 
time  high  yesterday  in 
belated  response  to  its  strat- 
egy meeting  on  Budget  day. 

The  financial  information 
group  had  told  analysts  that 
it  intended  to  boost  the  mar- 
gins in  its  information  busi- 
ness from  10  to  15  per  cent. 

Tuesday's  presentation 
offered  details  as  to  how  the 
restructuring  of  tbe  group 
over  the  past  year  will  lead 
to  efficiency  savings  and 
higher  margins  but  had  little 
effect  on  the  day  as  the  mar- 
ket focused  on  Gordon 
Brown's  comments. 

Also,  dealers  said  there 
bad  been  some  buying  ahead 
of  the  meeting  and  that  took 
a while  to  be  absorbed. 

However,  as  the  flow  of 
available  shares  dried  up,  a 
couple  of  broker  recommen- 
dations prompted  a big  tech- 
nical squeeze  which  was 
exacerbated  when  the  Dow 
Jones  Industrial  Average 
started  trading  and  buyers 
emerged  in  New  York.  US 
investors  hear  the  Reuters 
presentation  next  Tuesday. 

The  shares  shot  forward  to 
973p  before  closing  more 
than  7 per  cent  or  65  up  on 
the  day  at  967*  *p. 

Telecoms  group  Energis 
cruised  into  the  FTSE  100 


after  the  FTSE  equity  indi- 
ces committee  held  its  quar- 
terly meeting  yesterday  to 
decide  changes  to  the  index 
constituents. 

The  stock  had  been  expec- 
ted to  enter  the  premier  list- 
ings after  National  Grid,  2 
off  at  434*ip,  reduced,  its 
holding  in  the  company  from 
just  over  74  per  cent  to  49.5 
per  cent  earlier  this  year. 

Yesterday  the  shares 
jumped  42 'A  to  597'£p.  Senti- 
ment was  enhanced  by  a 
decision  from  industry  regu- 
lator Oftel  to  leave  the  pres- 
ent arrangements  over 
shares  In  revenue  from  tele- 
phone calls  to  the  internet 
unchanged. 


FT  30  INDEX 


The  move  was  an  attempt 
to  resolve  a dispute  over 
charges  between  BT,  12  ligh- 
ter at  £10.61,  and  other  tele- 
phone companies. 

Chris  Gods  mark  at  Hen- 
derson Crosthwaite  said  the 
decision  was  less  negative 
for  companies  such  as  Ener- 
gis than  many  had  feared. 
“Oftel  has  deferred  the  big 
decision  on  how  much  BT 
should  retain  of  the  price  of 
internet  calls  untill  2001. 
Clearly,  this  is  better  news 
for  Energis  and  other  inter- 
net carriers,"  said  the  bro- 
ker. 

He  now  expects  internet 
revenue  for  Energis  to  be 
higher  than  initially  expec- 
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ted  in  the  year  starting  April 
1999. 

There  was  little  change  In 
South  African  Breweries, 
the  drinks  group  that  is 
another  of  the  new  Footsie 
constituents.  The  shares 
closed  at  507p. 

Buyers  of  software  group 
Misys  that  helped  send  the 
shares  29  ahead  to  674p  will 
be  cheered  by  the  news  of  its 
return  to  the  FTSE  100,  as 
will  followers  of  publishing 
group  EMAP.  unchanged  at 
£14.15. 

The  four  companies 
ejected  from  the  FTSE  100 
are  tobacco  group  Gallaher 
which  fell  22  to  392 !,p;  food 
retailer  Safeway,  a busy 
trade  yesterday  with  turn- 
over of  13m  as  the  shares 
gained  7 to  24&  i;  Tomkins 
which  rose  TS*  to  213'  «p:  and 
Williams  whose  shares 
added  5Y.  to  370*'*  p. 

Shares  in  defence  and 
engineering  group  British 
Aerospace  hardened  5 to 
42lp  after  Merrill  Lynch 
turned  more  positive  on  the 
stock. 

The  US  investment  bank 
moved  its  recommendation 
from  “negative"  to  “neutral" 
having  turned  negative  in 
December. 


The  engineering  team  at 
Merrill  now  believe  the  30 
per  cent  slide  since  It  shifted 
its'  recommendation  was 
now  discounting  the  recent 
fears  surrounding  the  oil 
price  and  consequently  its 
oil-for-arms  deal  with  Saudi 
Arabia. 

The  decline  was  also 
reflecting  the  sizeable 
amount  of  BAe  stock  that 
will  come  onto  the  market  as 
part-payment  for  Marconi 
Electronics  which  BAe  is 
acquiring  from  GEC.  Merrill 
suggested  a some-of-the- 
parts  valuation  far  BAE  of 
426p- 

Assured  performance 

Countrywide  Assurance 
surged  to  second  place  in  the 
FTSE  250  performance  table, 
finishing  the  session  a net  11 
or  8 per  cent  higher  at  137p 
in  the  wake  of  record  profits 
from  the  life  assurance  and 
estate  agents  group. 

The  group's  profits  came 
in  a top -of-th e-range  seven 
per  cent  higher.  The  market 
was  addi  tonally  boosted,  spe- 
cialists said,  by  a highly 
encouraging  trading  state- 
ment issued  with  the  num- 
bers. interpreted  by  some 
that  the  bousing  market  is 
experiencing  something  of  a 
mini-boom. 

"Estate  agents  lead  the 
building  societies/banks  by 
at  least  two  months  as  an 
indicator  of  sales;  watch,  out 
for  a bullish  report  from  the 
Halifax  in  the  short  term,” 
said  one  observer- 

The  recent  strong  run  by 


Pearson  came  to  a halt  as 
the  media  group,  which 
owns  the  Financial  Times, 
failed  to  inspire  the  market 
with  its  full-year  figures. 

Tbe  shares  fell  85  to  £13_37, 
the  worst  performance  in  the 
FTSE  100  index,  having  hit  a 
peak  of  £1452  two  days  ear- 
lier. - 

Results  were  in  line  with 
the  range  of  forecasts  but 
Anthony  de  Lanin aga  at 
broker  West  LB  Panmure, 
which  is  bearish  on  the 
stock,  said  he  felt  “growth 
was  driven  by  cost  savings 
rather  than  being  organic”. 

Information  technology 
group  Synstar  established  a 
new  low  as  it  fell  3 to  126p, 
leaving  it  24  per  cent  below 
the  level  at  which  it  was 
placed  by  Morgan  Stanley 
less  than  a fortnight  ago. 

Merrill  Lynch  said:  "Syn- 
star has  much  to  prove. 
Although  it  operates  in  the 
fast-growing  IT  sector,  its 
sales  growth  has  yet  to 
reflect  this." 

Synstar  was  placed  at  the 
same  rating  at  which  West 
LB  Panmure  priced  technol- 
ogy consultancy  Axon, 
which  starts  trading  today 
and  was  eight  times  over- 
subscribed. 

Panmure  has.  placed  13.7m 
shares  with  institutional  cli- 
ents at  I75p  a share  and  the 
stock  is  expected  to  trade  at 
a premium  of  30p40p  when 
it  makes  its  market  debut 

Employment  and  training 
group  Corporate  Services, 
which  has  fallen  sharply 
since  its  profit  warning  at 
the  start  of  the  week,  finally 
steadied.  There  was  a 
rumour  that  Vedior,  the 
Dutch  employment  group, 
was  eyeing  the  company. 
Corporate  shares  improved 
2V*  to  9lV*p  although  it 
dropped  out  of  the  FTSE  250 
index. 

Property  group  Peel  Hold- 
ings jumped  I34',i  or  nearly 
27  per  cent  to  633‘4p,  the 
best  performer  in  the  ETSE 
250,  after  It  said  it  is  consid- 
ering taking  the  company 
private. 
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with  more  than  200  universities,  laboratories 
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Surprise  BNP  move  fails  to  inspire  equities  Bulapest  takes; 


f.  ■■■  ■■■■7 


W^OTCWIEW 

A surprise  hostile  bid  in  the 
French  banking  system 
failed  to  do  much  to  inspire 
world  equity  markets  yester- 
day, writes  Philip  Coggtm . 

The  bid  by  BNP  for  Socftte 
G4n£rale  and  Paribas  caused 
plenty  of  excitement  in  the 
European  banking  sector. 
Analysts  reckoned  that,  if 
the  deal  went  through,  it 
would  spur  other  leading 
groups  into  action. 

The  Paris  market  edged 


higher  on  the  news  but 
Frankfurt  fell  more  than  1 
per  cent  and  the  Euro  Neuer 
Market,  which  specialises  in 
smaller  companies  fell 
nearly  5 per  cent  in  response 
to  investor  worries  about 
growth  prospects  at  one  of 
its  star  performers.  Mobil- 
com. 

Asian  markets  had 
enjoyed  a pretty  buoyant 
day  with  the  Tokyo  bourse 
in  particular  being  carried 
higher  by  further  reaction  to 
Sony’s  restructuring  plan, 


which  investors  hoped  remained  vigorous,  unem- 
would  set  an  example  to  ployment  is  lower  than  it 


other  Japanese  businesses. 
The  Nikkei  226  average 
gained  2-5  per  cent  and  con- 
solidated its  position  above 

the  15.000  level. 

Wall  Street  started  in 
rather  mixed:  fashion, 
despite  the  encouragement 
given  by  Alan  Greenspan, 
the  US  Federal  Reserve 

chairman 

Speaking  at  a conference 
on  Tuesday,  Mr  Greenspan 
said;  '‘Growth  of  output  has 


has  been  in  nearly  SO  years 
and  yet,  despite  the  tautness 
in  labour  markets,  there 
have  been  no  obvious  signs 
of  emerging  inflation  pres- 
sures." 

Those  comments  appeared 
to  calm  fears  that  the  Fed- 
eral Reserve  was  about  to 
raise  interest  rates,  after 
some  strong  US  economic 
data  recently. 

However,  Lombard  Street 
Research  argues  that  US 


inflation,  now  1.7  per  cent, 
could  read  3 per  cent  by  the 
end  of  this  year  and  4 per 
cent  by  the  end  of  2000. 

Lombard  Street  argues 
that  US  inflation  "has  been 
held  down  mainly  by  reduc- 
tions in  import  and  oil 
prices,  and  the  knock-on 
effect  of  brutal  worldwide 
manufacturing  competition 
on  US  industry. 

“Inflation  would  have  been 
nearly  2 per  cent  higher  dur- 
ing 1998  without  these  bene- 
fits." 


The  economists  add  that 
“recent  rapid  growth  has  left 
US  gross  domestic  product 
2.7  per  cent  above  productive 
potential  .and  1999  will  - see 
continued  above  potential 

growth.  Import  ami  oil  prices 
are  not  expected  any  longer 
to  provide  a deflationary  off- 
set to  excessive  domestic 
demand." 

The  resulting  rise  in  infla- 
tion, believes  Lombard,  will 
drive  band  yields  towards  6-5 
to  7 percent  in  the  next  few 
months. 


Dow  gains  as 
Fed  chairman 
raises  spirits 


Bank  bid  dominates  bourses 


AMBIICAS_ 

Market-friendly  comments 
by  Federal  Reserve  chair- 
man Alan  Greenspan  on 
Tuesday  helped  to  raise 
spirits  on  Wall  Street  and 
stocks,  weak  early  in  the  ses- 
sion, drifted  higher  at  mid- 
day, writes  Richard  Waters 
in  New  York. 

The  Dow  Jones  Industrial 
Average  was  47.17  higher  at 
9,740.93  while  the  broader 
Standard  & Poor's  500  index 
edged  up  1.72  to  138136.  The 
Nasdaq  composite  index  rose 
1.22  to  2394.16. 

Among  the  winners  In  the 
Dow,  DuPont  rose  $3%  or 
more  than  6 per  cent  to  $56jf 
after  the  company 
announced  plans  to  launch  a 
separate  tracking  stock  to 
reflect  the  performance  of  its 
life  sciences  business. 

Oil  stocks  in  the  Dow  also 
performed  strongly  as  oil 
prices  rose  in  early  trading 
on  the  prospects  of  reduced 
output  by  Opec  members. 
Exxon  jumped  $2%  or  3.4  per 
cent  to  $72$  while  Chevron 
rose  13  or  3i  per  cent  to 
$821*. 

Many  tech  stocks 
remained  mixed  on  continu- 
ing concern  about  the  profits 
outlook  for  many  leading 
companies  in  the  sector. 
Computer  Associates  fell 
$5$  or  15  per  cent  to  $33jf 
after  a downgrade  by  Mor- 
gan Stanley  Dean  Witter. 

The  semiconductor  sector 
rebounded  from  recent 
weakness,  with  leader  Intel 
up  $2%  to  $117$  after  its 
recent  settlement  with  gov- 
ernment regulators. 

Sears  Roebuck  rose  $%  to 
$44$  after  announcing  plans 
to  repurchase  up  to  1.5bn 


worth  of  stock. 

Bonds  pulled  back  after  a 
string  of  strong  sessions 
ahead  of  economic  figures 
due  out  later  in  the  week, 
including  retail  sales  and 
producer  prices.  By  early 
afternoon,  the  benchmark 
30-year  bond  was  g lower  at 
95£,  sending  the  yield 
higher  at  5.558  per  cent 

Small  company  shares 
moved  higher,  sending  the 
Russell  2000  index  almost  l 
point  higher  to  400.18. 

Banking  shares  were 
mostly  higher,  led  by  Citi- 
group, which  benefited  from 
an  upgrade  by  Morgan  Stan- 
ley Dean  Witter.  The  stock 
rose  to  $63K. 

TORONTO  was  higher  at 
midsession  as  oil  and  gas 
stocks  put  in  a strong  perfor- 
mance. The  TSE-300  compos- 
ite index  bad  climbed  5633 
by  noon  to  6,544.60  in  vol- 
ume of  55.4m  shares  worth 
C$1. lbn. 

The  rise  for  the  oil  group 
was  fuelled  by  a jump  in 
Brent  crude  oil  futures  after 
Gulf  Arab  oil  ministers  said 
on  Tuesday  that  production 
cuts  should  be  “consider- 
able" and  sufficient  to  cut 
excess  stocks. 

In  the  oil  group.  Talisman 
Energy  was  up  C$1.50  to 
C$28.50  and  Imperial  Oil  rose 
50  cents  to  C$26.40. 

The  industrial  products 
group  also  showed  resil- 
ience. Northern  Telecom 
jumped  C$3  JO  to  C$92.15. 

The  rise  came  after  Nortel 
said  AT&T  has  selected  it  as 
a potential  supplier  for 
advanced  voice  switching 
systems  to  support  AT&T’s 
Worldwide  Intelligent  Net- 
work. 


Sao  Paulo  advances 
on  currency  optimism 


SAO  PAULO  was  sharply 
higher  on  optimism  that  the 
government  was  well  on  the 
way  to  solving  the  country's 
currency  crisis. 

Sentiment,  already  bullish 
after  an  IMF  deal  secured 
loans  worth  $4.9bn,  was 
boosted  by  a successful  first 
round  of  a vote  on  a bill  that 
would  raise  a financial  trans- 
actions tax. 

The  Bo vespa  index  was  2.7 
per  cent  higher,  adding  252 
to  9,736  In  early  trading 


despite  a steadily  rising  Banks  apart,  PARIS  age  volumes. 

ReaL  laboured  through  an  uncer-  Telecoms  leader  KPN 

BUENOS  AIRES  followed  tain  day.  with  the  CAC-40  added  65  cents  at  €413C 
the  positive  lead  from  Brazil, 

with  the  Merval  index  up  Y . . 

Jo  burg  ends  seven-day  nse 

by  lower-than-expected  Feb- 
ruary inflation  figures  and  cn,mi  acvipT  61)111  their  lows’  ignoring  a 

Horlininff  shnrt.torm  intoroot  “**UIH  MinlOn  ptaarfln- 


Europe 

BNP's  shock  takeover  bid  for 
merging  hnnira  Paribas  and 
Soctete  Generate  dominated 
trading.  The  hostile  offer, 
the  first  in  France  for  a 
decade,  sent  speculation  rip- 
pling across  Europe. 

Analysts  said  the  bid. 
which  would  create  the  larg- 
est European  bank  by  asset 
value,  could  unleash  a wave 
of  foreign  counterbids.  The 
transaction  could  also  boost 
domestic  consolidation. 

Shares  in  the  three  banks 
were  suspended  for  the  day 
but  Insurance  mmp»ny  Axa, 
a supporter  of  the  takeover 
with  stakes  in  all  three, 
added  €5.70  to  €12150.  CCF. 
still  considered  a hid  target, 
came  within  5 cents  of  its 
all-time  peak  before  settling 
€4.15  higher  at  €87.55. 

In  Madrid,  Argentaria,  up 
52  cents  at  €21.17.  and  BBV, 
up  27  cents  at  €1333.  were 
the  biggest  gainers  while 
Sweden's  SEB  gained  SKr4 
to  SKri03. 

Unidanmark  contributed 
to  the  M&A  frenzy  when  it 
said  it  would  merge  with 
insurer  Tryg-Baltica,  adding 
DKr28  38  to  DKr47036. 

In  Germany,  Dre&dner 
Rank,  which  has  links  with 
BNP,  added  €1.72  or  6 per 
cent  to  €33.10.  Deutsche 
Rank,  invariably  seen  as  a 
potential  suitin'  in  any  bank- 
ing reshuffle,  added  98  cents 
at  €47.52.  Dutch  leader  ABN 
Amro  barely  blinked,  hard- 
ening 10  cents  at  €17.60. 

Swiss  banks  were  given  an 
early  boost  but  the  sector 
soon  ran  out  of  steam.  UBS, 
which  reports  1998  results 
tomorrow  . gave  up  SFr5  to 
SFr482  while  CS  Group  fell 
SFrl  to  SFr252. 

Italy's  fast  consolidating 
banking  sector  came  under 
renewed  scrutiny.  BCI  rose 
8.6  per  cent  to  €6.93  and 
Banca  di  Roma  23  per  cent 
to  €L36.  Executives  from  the 
banks  met  on  Tuesday  but 
would  not  say  what  was  dis- 
cussed. 

Unlcredito  gained  6.1  per 
cent  to  €5.21  as  investors 
judged  it  a likely  merger 
partner  for  BCI  if  the  talks 
with  Banca  di  Roma  failed. 

Banks  apart,  PARIS 
laboured  through  an  uncer- 
tain day,  with  the  CAC-40 
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ending  up  2.51  at  4,162.31 
after  turning  negative  at 
midsession. 

Construction  group  SGE 
provided  much  of  the  action, 
rising  €2.40  or  6 per  cent  to 
€42.70  after  posting  better- 
than -expected  1998  results. 

High-tech  issues  Cap  Gem- 
ini and  STMlcroelectronics 
struggled  as  their  US  peers 
came  under  pressure.  Cap 
Gemini  closed  €5  JO  lower  at 
€156.10  while  STMicroelec- 
tronics  shed  €330  to  €8430. 

FRANKFURT  retreated  for 
the  third  day  with  the  sellers 
targeting  cyclicals.  The 
Xetra  Dax  index  finished 
60.42  lower  at  4,730.05. 

Thyssen,  hit  by  worries 
about  potential  strikes,  shed 
€5.30  at  €158.70.  Degussa 
Huels  lost  €1.40  at  €31  JO  and 
software  leader  SAP  crashed 
€20.10  to  €286. 

DaimleiChrysler  came  off 
€2.50  at  €80  after  it 
announced  the  breakdown  of 
talks  aimed  at  links  with 
Nissan  of  Japan.  BMR  fell 
€19.90  to  €605.10. 

Adidas  stayed  weak  fol- 
lowing Tuesday's  downbeat  | 
trading  statement,  slipping 
€230  to  €7735  for  a two-day 
decline  of  9 per  cent. 

Munich  Re  added  €2  at 
€18430  after  an  upgrade  to 
"market  outperform"  at 
Goldman  Sachs  which  reset 
its  target  price  at  €208. 

In  the  Neuer  Markt,  Mohfl- 
com  continued  to  slide,  tum- 
bling €23  to  €260. 

AMSTERDAM  ended  1.61 
lower  at  520.66  on  the  AEX 
index  after  a session  of 
mixed  trading  in  below  aver- 
age volumes. 

Telecoms  leader  KPN 
added  65  cents  at  €41.80 


ruary  inflation  figures  and 
declining  short-term  interest 
rates. 

The  IPC  index  was  61.52  or 
1 J pa-  cent  higher  to  4,629.62 
amid  moderate  volume  of 
15m  shares. 


Johannesburg  called  a halt 
to  seven  sessions  of  gains. 
However,  the  market  picked 
up  from  its  worst  levels  late 
in  the  day  as  golds  picked  up 


from  their  lows,  ignoring  a 
steadier  rand. 

The  overall  index  finished 
7.1  weaker  at  63793,  golds 
were  8.1  easier  at  984.3  and 
industrials  edged  14J  higher 
to  7,310.6 


Tokyo  rises  on  Sony  shake-up 


ASIA  PACIFIC 

Optimism  over  plans  for 
restructuring  at  Sony  and 
the  banks  kept  TOKYO  soar- 
ing for  a second  day,  irrites 
Alexandra  Nusbattm. 

The  Nikkei  225  Average 
rose  2J5  per  cent  or  383.3  to 
dose  at  15.480  after  trading 
between  15.134  and  15.484. 
This  left  the  Nikkei  16  per 
cent  higher  than  the  level  at 
the  start  of  test  week. 

The  more  representative 
weighted  Nikkei  300  climbed 
5-34  to  238.16  while  the  Topix 
index  of  all  first-section 
shares  rose  2436  to  1,187.47. 

Momentum  was  up  with 
900  shares  advancing,  302 
declining  and  112 
unchanged.  Traders  reported 
heavy  buying  by  foreign 
investors,  but  selling  by 
domestic  groups  wishing  to 
unwing  cross-shareholdings. 

Sony  soared  83  per  cent  or 
Y910  to  close  at  Yll.850, 
adding  to  Tuesday's  8J  per 
cent  surge  when  the  group 
announced  its  restructuring 
plans. 

Fuji  Bank,  the  most 
heavily  traded  stock,  rose 
123  per  cent  or  Y76  to  Y5B3. 
Sakura  Bank  was  19 135  per 
cent  or  Y41  at  Y3Q2.  Both 
banks  announced  restructur- 
' ing  plans  on  Monday. 

The  securities  sector 
climbed  8.7  per  cent  Nikko 
Securities  was  up  11.6  per 
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cent  or  Y51  to  Y440.  Daiwa 
climbed  9.2  per  cent  or  Y55 
to  Y598.  Nomura  Securities 
rase  6.5  per  cent  or  Y70  to 
Y1.07Q. 

The  marine  transport  sec- 
tor rose  7.06  per  cent  in 
advance  of  anticipated 
freight  rate  increases.  Navix 
Line,  which  will  be  acquired 
by  Mitsui  OSK  on  April  l, 
rose  8.6  per  cent  or  Y5  to 
Y58.  Mitsui  OSK  climbed  6.7 
per  cent  or  Y14  to  Y207  and 
Nippon  Yusen  was  up  Y29  at 
Y435. 

The  electric  machinery 
sector  was  up  42  per  cent. 
Omron.  which  yesterday 
issued  a profits  warning  and 
announced  a restructuring 
plan,  rose  63  per  cent  or  Y95 
to  Y1.39Q.  Qki  Electric  was 
up  5.7  per  cent  or  Y24  to 


Y419.  Hitachi  jumped  4.72 
per  cent  or  Y40  to  Y848. 

Japan  Tobacco  closed 
down  4.76  per  cent  or  Y50.000 
at  Yim  after  announcing 
yesterday  thatit  would  buy 
RJR  Nabisco’s  tobacco  busi- 
ness. 

In  Osaka,  the  OSE  closed 
up  440  at  16,107. 

KARACHI  soared  4.1  per 
cent  as  hopes  of  a settlement 
of  the  tariff  row  between 
Hubco  and  the  government 
generated  new  buying  inter- 
est in  all  the  blue  chips. 

The  KSE-100  index  rose 
42.55  to  1,079.58  in  heavy  vol- 
ume of  213m  shares.  The 
market  was  also  boosted  by 
news  that  the  government 
planned  to  make  its  multiple 
foreign  exchange  rate  sys- 
tem more  market-based, 
moving  it  closer  to  the  single 
rate  demanded  by  the  IMF. 

HONG  KONG  closed 
sharply  higher,  boosted  by 
overseas  investors'  interest 
in  banks  and  technology- 
related  issues  as  well  as 
rumours  of  more  New  York 
listings  for  local  companies. 

The  Hang  Seng  index 
closed  216.06  or  2,1  per  cent 
higher  at  10.749.01,  off 
10,813.61  In  late  afternoon 
trade.  Turnover  was  a mod- 
erate HKS6  3bn. 

Analysts  attributed  the 
market's  confidence  to  Dis- 
ney’s interest  in  Hong  Kong 
as  a potential  site  for  its 


next  theme  park,  along  with 
the  joint  venture  announced 
by  Hongkong  Telecom  and 
Microsoft  on  Tuesday. 

Banking  giant  HSBC  con- 
tinued Its  strong  rally,  leap- 
ing HKJ6  or  2.6  per  cent  to 
close  at  HKS237.  The  bank 
has  announced  plans  to  split 
its  shares  and  seek  a Wall 
Street  listing  by  year-aid. 

Hutchison  Whampoa, 
rumoured  to  want  a New 
York  listing,  climbed  HK$1 
or  L7  per  cent  to  HK459.75. 

BANGKOK  reversed  Tues- 
day's losses  to  end  Ll  per 
cent  higher  on  hopes  that  a 
financial  reform  hill,  which 
is  feeing  opposition  in  the 
senate,  could  be  adopted  | 
tomorrow  after  a meeting 
between  the  finance  minister 
and  senior  senators. 

The  SET  index  rose  3.69  to 
333.28  on  late  buying  after 
spending  most  of  the  day  in 
negative  territory. 

But  gains  were  capped  by 
fears  that  some  of  the  16 
stocks  suspended  last  week 
by  the  exchange  could  face 
delisting  in  the  near  future. 

SINGAPORE  pushed 
higher  on  good  demand  for 
property  stocks  which  lifted 
the  sector  index  5.5  per  cent 
DBS  Land  rose  9 cents  to 
S$2.40.  Total  market  volume 
was  a busy  33im  shares  and 
at  the  close  the  Straits 
Times  index  was  up  29.01  or 
2 per  cent  at  1.469.53. 


ahead  or  next  week’s  results 
statement.  ASM  Lithogra- 
phy. which  stood  at  €12.62  a 
year  ago.  lost  €1  or  2.7  per 
cent  at  €36.45  amid  rumours 
of  tough  trading. 

ZURICH  gave  back  early 
gains  as  losses  in  Roche  and 
Novartis  sent  the  SMI  index 
down  to  close  573  weaker  at 
7,209.4.  Roche  saw  losses  for 
a second  day  in  spite  of  post- 
ing profit  figures  in  line  with 
expectations  on  Tuesday. 
The  certificates  finished 
5Fr250  lower  at  SFrl8,120. 
Novartis  closed  with  a loss 
of  SFrl9  at  SFr2,9Q5. 

MILAN  saw  renewed  activ- 
ity in  the  telecoms  sector 
which,  along  with  banks, 
drove  the  Mibtel  index  up 
336  to  24J80. 

Saving  shares  in  Telecom 
Italia  were  suspended  for 
excessive  e8™  at  €6.25  after 
exceeding  the  10  per  cent 
dally  limit.  The  non-voting 


stock  has  been  driven  up  by 
speculation  that  it  could  be. 
converted  into  common 
stock  as  part  of  Telecom's 
defence  against  Olivetti. 

Olivetti  was  little  changed 
at  €231  while  Tim  ordinary 
shares  eased  L9  per  cent  to 
€635  and  the  savings  shares 
jumped  4J  per  cent  to  €3.72. 
Telecom-  ordinary  shares 
rose  L5  per  cent  to  €939. 

Fiat  put  on  23  per  cent  to 
€230  in  further  response  to 
comments  from  top  execu- 
tives on  Tuesday  that  the 
company  had  not  abandoned 
Its  interest  in  mounting  bids 
for  parts  of  other  motor 
groups. 

HELSINKI  ended  a roller- 
coaster session  0.3  per  cent 
higher,  with  the  Hex  index 
adding  1630  to  6,395.20  after 
hitting  a all-time  high  at 
6.46230. 

Nokia,  the  market  driver 
for  most  of  the  session, 
dosed  €3.10  higher  at  €13830 
but  fell  from  a previous  high 
after  an  unsteady  Wall 
Street  took  the  shine  from 
its  early  rise. 

Raisio  fell  sharply  on  news 
that  Unilever  had  filed  a 
complaint  for  . patent 
infringement.  The  share 
later  recovered  ground,  end- 
ing 2 cents  lower  at  €531. 
The  two  companies  are  rac- 
ing to  launch  competing  cho- 
lesterol-cutting margarines 
in  Europe. 

Written  and  edited  by  Michael 
Morgan,  Jeffrey  Brown,  Peter 
KaS  and  Bertrand  Benoit 


Hungary  may  be  eastern 
Europe's  healthiest  economy 

but  an  investor  who  put  his  j • -*;r. *jgj 
money  in  equities  on  the  'VTOW-  - - ' a r 
Budapest  stock  exchange  in  ; 1™  ft  - , 
mid-January,  could  be  for*  . - 11  - .-.-71". 
given  for  forgetting  it.  UjBBBT. 

From  a high - of  6343  an-  -v-'J  | nr  \Af' 
January  id,  the  market  fell  — hp  - , I 

steadily  until  March  4 when  y ~ V 

the  Bux  index  hit  a low  of  ” I r 1 

5,253.  a fall  of  24  per  cent-  7*5790,., — " " - .1 

Hie  fells  are  nothing  like  . . Vj 

as  sharp  as  the  near  halving. . Kr?r  ~ 
in  value  during  last  year's  -:£mV  ■ „ 

Russian  crisis,  bat  on  this 

occasion  there  are  no  large  MSS 

external  shocks  ^ except  the 
distant  one  from  Brazil  — to  - . - ' 

explain:  the  collapse  frta  7.  department;  at  the-ijs 
country  which  has  5 per  cent  exchange,  belieyg 
economic  growth  and  tofia-'  'exchange  .was  pari® 
tkm  felling  into  single  digits,  'rim  of  its  own  soecek 
The  high  proportion  of  fat-  evaR.It.tr  one  aftife 
eign  investors  hi  the  market  the  region,  where  pt 
will  have  suffered  more  investors  can  get  znd 
because  the  losses  were  -and  oat  .quickly?  >7' 
accompanied  "by  declines  in  However,  a haghj 
the  value  of  the  forint  ; p . V.tioia  of  December's1.! 
' The  poor  ..  performance  of  payments  deficit  w 
comes  in  the  wake  of  a bull  repatriation  of  profit 
-run  which  saw  the  Box  rise  handful  of  foreign  n 


department;  at  nte-jBqdajteEi-  • ]*  .V, 

exchange,  ' belieygS 

exchange  was  part&a  vjpj  '-iir 

rim  df  its  own  . ” 1 < 

eveatlt  tr  one  cf  tS^fev  fa  •: 

the  region  where  portfibkn  V' - 

investors  can  get  money ! 
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However,  a higb  proptav 
, tion  of  Decendier's  ' balmKS 
of  payments  deficit  ww'-4hir 
repatriation  of  profits  by  V 
handful,  of  foreign  .mu&fnfr‘ 


from  US0Q  in  1995  to  more  tion als.  partly  far  = I 

than  9,000  last  April.  accounting  reasons,  in  ~ 

John  Barnett,  equities  ana-  tion,  many  imports'  dre'fgjg.  -.7 
lyst  at  Raiffeisen  Securities  tal  goods  to  equip  the  nfiw 
in  Budapest,  puts.ihe  £alls_  manufacturing  incihstrigs 
down  to  bad  news  magnified  fuelling  ‘ 1 

by  fear.  The  main  news  was  Ministers’  ■ efforts : -fir,. . 
December’s  current  account  explaluthe  figures,  hpwev»( 
deficit  of  $6 60m  which  fell  on  stony  ground  -- 
pushed  the  year’s  total  up  to  this  week.  Thm.‘;  January's  - 
S23bn,  4.7  per  cent  of  GDP,  current  account  figure^  . . ; 
against  $981m  for  1997.  showing  , a deficit  of- jhst  -- 
Added  worry  came  from  the  - $17120.  mfach  tess  tban  &e"  ' . 


by  fear.  The  main  news  was 
December’s  current  account 
deficit  of  $660m  which 
pushed  the  year’s  total  up  to 
S23bn,  4.7  per  cent  of  GDP, 
against  $98lm  for  1997. 
Added  worry  came  from  the 
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government's  FtSSbn  budget  $2^)m  consensus  forest, 
deficit  for  January,  15  per-  spuiTed  ,n:Yally  of  nearly^ 


cent  of  the  ftdl  year’s  bud- 
geted totaL 

Even  better-than -expected 
progress  on  inflation 
appeared  to  falter.  The  con- 
sumer price  index  for  Janu- 
ary was  93  per  cent,  against 
the  9.4  per  cent  forecast. 

The  wave  of  negative  news 
reminded  investors  of  Hun- 
gary’s last  major  economic 
upset,  in  1995.  . Then,  a bal- 
ance of  payments  crisis  pre- 
cipitated a sharp  devaluation 
in  the  forint  and  a tough 
austerity  programme. 

Ildiko  Fecser.  director  of 
the  economics  and  analysis 


per  dent  oh  Monday.  The 
Bux  closed  at  5389  yester-  1 
day.  still  in  the  bed  forflK  Z-| 
year,  but  well  off  its  Ioto.;^  ": 

Historic  price/ earnings  ; 
ratios  on  the  exchange  are  14  , 
times,  putting  the  market  [si  7.  \ 
about  the  same  price  level  as  : ' 
others  in  the  region.  The  for- 
ward p/e.  however^icasdihg 
to  John  Barnett  of  RaiffiS-' 
sen,  is  only  nine,  shotting,  * 
Hungarian ; ' canapapiasr.r' 
growth  potential.  He  says 
that  means  Budapest  eqtri-  ' 
ties  are  still  undCTvaluetL1; ' 
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Investors  and  analysts,  fund  managers  and  index- 
based  product  issuers,  they  all  have  their  own  specific 
criteria  for  benchmarks. 

To  successfully  satisfy  ail  their  requirements  you  need 
to  have  four  core  attributes. 

You  need  to  get  REAL 

Rigorous.  Easily  tradable.  Appropriate.  Liquid. 

At  STOXX  our  logical  and  consistent  methodology 
couldn't  be  more  rigorous,  while  our  optimum 
stodc/liquidity  profile  means  a ready  market. 


Our  separate  coverage  of  the  euro  and  pan-European 
markets  by  sector  and  industry  group  is'tnort 
appropriate.  And  our  liquidity  provides  an  ideal  basis. , 
for  the  successful  trading  of  derivatives. 

So,  for  more  information  about  licensing  opportunities 
on  Europe's  leading  benchmarks,  simply  contact:  ' 
STOXX  LIMITED,  p.o.  Box,  Selnaustrasse  30,  ' 

CH-8021  Zurich,  Switzerland. 

Phone  +41  (1)  229  2300,  Fax  +41  (1)  229  2301, 
e-mail  stoxx@stoxx.com  www.stoxx.com  V 


Rigorous.  Easily  tradable.  Appropriate.  Liquid. 

STOXX  LIMITED  A Joint  Venture  of  Deutsche  Borse  AG  Dow  Jones  $ Company  SBF-Bourse  de  Paris  Swiss  ExrhanoeSWX- 
The  Dow  Jones  STOXX”  family  of  indexes  is  derived  from  and  compatible  with  the  Dow  Jones  GlobaHnderes 


